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STATEMENT OF THE CHAIRMAN 


Under section 708 (e) of the Defense. Production Act. of 1950, as 
amended, the Attorney General is directed to review the administra- 
tion of that act. This review is for the purpose of determining any 
factors which may tend to eliminate competition, create or strengthen 
monopolies, injure small business, or otherwise promote undue con- 
centration of economic power in the course of administration of the 
act. 

The Defense Production Act Amendments of 1955 require the At- 
torney General to report under section 708 (e) of the act at least once 
every 3 months, and to include in these reports a statement on the 
continuing review, required of the Attorney General under the 1955 
amendments, of the voluntary agreements approved under section 708 
of the act. 

Previous quarterly reports have been made available as committee 
prints, as follows: 


February 28, 1956 (reports dated November 9, 1955; February 9, 
1956, Tax Amortization Certificates in the Petroleum Industry; 
February 20, 1956); 

August 10, 1956 (reports dated May 9, 1956; August 9, 1956, 
Tax Amortization Certificates in the Nitrogen Industry) ; 

December 6, 1956 (report dated November 9, 1956, Government- 
Sponsored Industrial Research) ; 

February 13, 1957 (report dated February 9, 1957, Stockpiling) ; 

May 20, 1957 (report dated May 9, 1957, The Titanium Metal 
Industry). 


The Attorney General’s report dated August 9, 1957, contains the 
results of a study of the competitive problems of the nickel industry 
in relation to the Defense Production Act. 

The Attorney General was requested by the chairman on July 5, 
1956, to make a survey of the nickel industry in accordance with the 
Attorney General’s duty under section 708 (e) of the Defense Produc- 
tion Act. This request was in addition to the statutory mandate, 
contained in the Defense Production Act Amendments of 1956, that 
the Department of Commerce should survey the nickel industry and 
report to the Congress. The survey by the Department of Commerce 
was filed with the Joint Committee on Defense Production on January 
2, 1957 (Defense Production Act, Progress Report No. 36, January 8, 
1957), and a supplementary report was filed on February 15, 1957 
(Progress Report No. 37, February 21, 1957). 

The report also contains a review of recent activities under the 
voluntary agreements approved by the Director of the Office of 
Defense Mobilization and the Attorney General under section 708 of 
the Defense Production Act of 1950, as amended, including the 
termination of the plan of action approved August 10, 1956, under 
the Voluntary Agreement Relating to Foreign Petroleum Supply. 
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VI STATEMENT OF THE CHAIRMAN 


The committee has also received from the Department of the 
Interior a report from the Director of the Voluntary Agreement Relat- 
ing to Foreign Petroleum Supply to the Secretary of the Interior, 
setting forth the activities under that agreement and under the plan 
of action of August 10, 1956, up through June 30, 1957. In view of 
the relation of this report to the reports of the Attorney General on 
the voluntary agreement and the plan of action involved, it seems 
desirable to make this report available along with the Attorney 
General’s report. The appendixes accompanying the report are 


available in the committee’s files. 
J. W. Fuisrieut, Chairman. 
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REPORT OF THE ATTORNEY GENERAL PURSUANT TO SEC- 
TION 708 (e) OF THE DEFENSE PRODUCTION ACT OF 1950, 
AS AMENDED 


AvuGust 9, 1957. 
To the President of the United States of America and the Senate and 
House of Representatives of the United Staies of America in Congress 
assembled: 

I have the honor to submit a report in compliance with section 

708 (e) of the Defense Production Act of 1950, as amended. That 
provision directs the Attorney General to make— 
* * * surveys for the purpose of determining any factors which may tend to 
eliminate competition, create or strengthen monopolies, injure small business, or 
otherwise promote undue concentration of economic power in the course of the 
administration of this Act. Such surveys, and the reports hereafter required, 
shall include studies of the voluntary sereunane and programs authorized by 
this section. The Attorney General shall submit to the Congress and the Presi- 
dent within 90 days after the approval of this Act, and at least once every three 
months, reports setting forth the results of such surveys and including such 
recommendations as he may deem desirable. 

This report, in two parts, outlines (1) the results of a study of the 
competitive problems of the nickel industry in relation to the Defense 
Production Act; and (2) the current status of the outstanding volun- 
tary agreements and programs which are under continuous review by 
this Department under sections 708 (b) and (e) of that act. 
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PART I 
THE NICKEL INDUSTRY 


The problems of nickel have been an important part of the adminis- 
tration of defense production powers. This metal is vital for defense 
purposes and important to the civilian economy. This report details, 
first, the preemergency status of the industry, with the lack of do- 
mestic supplies of commercial ore requiring reliance on imports. Since 
prior to World War I, there has been, for practical purposes, one 
dominant supplier to the American economy, the International Nickel 
Company of Canada, Ltd. (Inco), a Canadian corporation long con- 
trolled by American interests. With an ample supply of ore, strategic 
to the American market, it has exercised practical control of the nickel 
supply throughout the post-World War I period. 

Against this background, the report next considers the expansion of 
the supply base necessary for defense and civilian purposes. Since 
enactment of the Defense Production Act of 1950, virtually the whole 
spectrum of expansion assistance has been employed to achieve that 
necessary goal. In total expenditures, nickel expansion ranks among 
the largest of all such programs. 

Consideration in the report is given, third, to the problems of 
distributing the short supply to preserve competitive elements within 
the user industries. At all times, there was sufficient supply for purely 
military needs, but the requirements for civilian use have not been 
met. This shortage spelled real supply problems for users.'| Within 
the civilian group, there is a wide variance in size: large steel com- 
panies use nickel for stainless alloys, while small electroplaters require 
nickel anodes. Complete absence of provision for allocating supplies 
would probably have left the latter group without sources of supply. 
The methods chosen for equitable distribution are reviewed in detail, 
particularly in reference to small users. 

Finally, the report turns to analysis of the competitive status of 
the industry at present. As a result of the expansion program, 
great strides have been made toward meeting defense and civilian 
needs. The program has reduced the degree of Inco’s control, al- 
though it could not eliminate the possibility that the end of defense 
subsidies for high-cost producers may enable Inco again to regain its 
previous position of market control. Methods of distributing civilian 
supply, while involving some serious questions, have in the main 
contributed toward a reasonably equitable distribution. 

i Congress has manifested a continuing concern about the shortage of this strategic and critical material 
and its equitable distribution. The Congress, amending the Defense Production Act in 1956 (Public Law 
632, ch. 474; 70 Stat. 408) specifically required the Secretary of Commerce to make ‘’a special investigation 
and study of the production, allocation, distribution, use of nickel * * * with particular attention to, among 
other things, the adequacy of the present system of nickel allocation between defense and civilian users’’ 
(see. 712 (f), as amended). The Secretary, pursuant to this direction, has filed three reports on nickel: 
Interim Report on Nickel, August 15, 1956; report of December 31, 1956, Study of Supply and Distribution 
of Nickel. These two reports are printed as Progress Report No. 36, Joint Committee on Defense Produc- 


tion, 85th Cong., Ist sess. The Secretary of Commerce filed a supplementary report on February 15, 1957, 
which is printed as Progress Report No. 37, Joint Committee on Defense Production, 85th Cong., Ist sess. 
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1. Pre-Korwan Stratus or THE Nicke.t INDUSTRY 
A. CHARACTERISTICS, USES, AND SOURCES OF SUPPLY 


Nickel is a hard, malleable element, nearly silver-white, and capable 
of a high polish. Its strength, beauty, and resistance to oxidation 
and heat give it a wide variety of applications, both civilian and mili- 
tary. It is an essential ingredient of many grades of stainless steel. 
It provides decorative finish for many uses. Its strength and resist- 
ance to heat and corrosion give it wide usefulness as an alloy in civilian 
industrial processing equipment and propulsion apparatus, as well as 
in atomic energy applications, guided missile, and jet aircraft con- 
struction. The magnetic characteristics of some of its alloys are im- 
portant for modern communication and electrical equipment. All in 
all, its versatility is indicated by the more than 3,000 alloys in current 
use, containing nickel in amounts ranging from small fractions to 
nearly 100 percent. 

Before the end of World War I, nickel was in principal demand for 
nickel steel, for armorplate, and other ordnance purposes. World 
consumption ranged from 20 to 60 million pounds, normally, with up 
to 100 million used during the war years. From a low of less than 
20 million pounds in 1921, new uses and applications increased nickel 
consumption in the United States alone to an estimated 83 million 
pounds in 1929. Domestic consumption again declined to a low of 
about 19 million pounds in 1932, from which recovery was slow. 
However, during World War II, American consumption reached a 
peak in 1943 of 245 million pounds. Thereafter, our total nickel 
consumption consistently declined, reaching a low of 161 million 

ounds in 1947. While consumption increased in 1948, a postwar 
low of 139 million pounds was reached in 1949.? 

The location and types of nickel ores have played a large part in 
shaping the production level of the industry. Although nickel is one 
of the most abundant elements, sizable ore deposits of sufficient 
nickel content to justify commercial operations are few. Aside from 
sulfide ore deposits in Missouri and the silicate ores in Oregon, there 
are no known ore bodies in the United States or sufficient size to 
justify exploitation. Moreover, these deposits each present difficult 
metallurgical problems of recovery. Prior to the current defense 
expansion efforts, there was relatively slight nickel production in his 
country.’ 

There are large reserves of nickel ores abroad. Some, like the 
silicate ores of Brazil, Venezuela, and Indonesia and the nickeliferous 
iron ores of the Philippines, Celebes, and Borneo, represent only 
undeveloped potential. The silicate ores of New Caledonia are the 
source of supply for the French company, Le Nickel, one of the pro- 
ducers of free world nickel, and for Japanese producers. The nickel- 
iferous iron deposits at Levisa Bay, Cuba, are the ore source for the 
United States Government-owned plant at Nicaro, Oriente, Cuba, 
now assuming an important status as a supplier of the United States 
economy. Other large Cuban deposits in the Mayari district and at 
Moa Bay are subject to current development efforts.‘ 

2 Minerals Yearbook, 1948, U. S. Bureau of Mines, p. 885; Mineral Facts and Problems, Bureau of Mines, 
Bulletin 556, U. S. Department of the Interior (1956), pp. 564-565. 
3 Mineral Facts and Problems, supra, p. 558. In 1950, domestic production was 1.7 million pounds, and 


at the present, it has reached only about 17 million pounds. 
4Id., at pp. 560, 566. 
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However, by far the richest and most strategic reserves are the 
Canadian ores. The sulfide nickel-copper ores’found in the Sudbury 
Basin in Ontario have been the principal source of supply for more 
than 50 years. Other sulfide ores are located in the Lynn Lake area 
of northern Manitoba, and recently steps have been taken to exploit 
vast new reserves in the Moak Lake and Mystery Lake areas of 
northern Manitoba.° 

The relative size of the principal foreign ore reserves explored or 
developed is indicated in the following table: 


TaBLe 1.—Estimated foreign nickel ore reserves, by major ore deposits 


[Short tons] 





ore reserves nickel content 


Ore deposit | Estimated Estimated 
| 
| 


Canada: 
Sudbury, Ontario : | 277,000, 000 | 4, 450, 000 
— Lake, Manitoba__.__. Seep o tet’ 14, 000, 000 | 200, 000 
ak Lake, Manitoba--_-__- nasal was 100, 000, 000 | 1, 200, 000 
Cuba: | 
NS ne ar a a] 50, 000, 000 675, 000 
Mayari Bee torts aero ace 3 “| 100, 000, 000 1, 200, 000 
Moa Bay Re colt bebaciaost 2 sik ott 60, 000, 000 640, 000 
New Caledonia_-____- i aaiaewae 12, 600, 000 500, 000 
Philippines: Surigao, Mindinao____ J | 550, 000, 000 4, 400, 000 
! 


Senet: ‘Tresoeail mentee No. 36, Study of Supply and Distribution of - Nickel, Joint Committee on De- 
fense Production, 85th Cong., Ist sess., pp. 5 and 6. 


Prior to the current defense effort, the Sudbury Basin deposits 
supplied nearly all of the free-world supply. In 1950, for example, 
this basin supplied 95 percent of the United States supply. Develop- 
mefit of other sources of supply, largely as a result of United States 
expansion efforts, reduced the importance of Sudbury somewhat but, 
even in 1956, it supplied nearly three-quarters of the free-world total. 

From the beginning, the domestic production of nickel has been 
minimal. Prior to 1950, only a small amount of the total United 
States requirement was domestically derived, principally as a by- 
product of copper refining. The relative unimportanc e of domestic 
production is indicated by the following table: 


TaBLE 2.—Free-world production of primary nickel, 1946-56 (including estimates 
for 1957 and 1960) 


[Millions of pounds] 


Year Total | Canada United | Cuba | New Other 
| States Caledonia | 


| 
' 





PMB. si i f 226.6 | 192.1 | 0.7 24.8 | 6.4 2.6 
Re kas oe ey 251. 6 | 237.3 1,3 | 4.4 | 6.3 | 2.3 
ee Rebs ekh  wteees ae. 273.9 | 263. 5 | 1.6 | aw 7.6 | £3 
RGD isc. 5554 5. no , 265, 7 | 257. 4 | 1.4 | 5.5 | 1,4 
1950.___. 260.4 | 247. 3, | 3.4 9.3 2.1 
JOST 185 YTS : 290.0 | 275.8 | WS AK Suet | 9.2 3.5 
| Eee s 322. 0, | 281.1 | 1.3 | 17.8 | 19.0 | 2.8 
Steet aoe en ; 348.0 | 287. 4 | 1.2 | 27.7 | 26.0 | 5.7 
MR Soe no iad cep 384. 0 | 322. 5 | 1.7 | 29. 1 | 26.0 | 4.7 
RES ep Se : 430.0 | 349.9 | 17.6 | 30.3 | 36.0 6.2 
Sees ss. ELS KL abt 462.0 | 357. 5 | 113.4 | 32.1 | 51.0 | 8.0 
MU So adie te caren se 468. 0 | 360. 0 117.0 | 45.0 | 40.0 | 6.0 
PEG iin ca oas ea. os 641.0 | 465.0 120.0 | 100. 0 | 50.0 | 6.0 





' Ineludes nickel contained in ferronickel. 
2 Estimated. 


Source: Progress Report No. 36, pp. 6, 7, 84; corrected on advice from Bureau of Mines. 


5Id., at p. 559. 
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While domestic production is minimal, American access to free- 
world production is indicated by the following table: 


TABLE 3.—Free-world production of primary nickel, and supply received by the 
United States, 1948-56 





eer, received by the 














Free-world States—tetal pri- 
Year production, mary nickel 
—e 
pounds 
Shenae Percent 

WN hr oh owe bp abbhddt nds ah o<céssuvessnanundaumeomen aan 274 192 70.1 
Wee 5. Sih 5. 2b esi a iF 266 153 57.5 
ites been isaditas natin aie, tral it ents ee kee 260 200 76.9 
Won Fast bog. cee en che caste 8a lee ee saae bes POEs Lacee dak u 290 187 64.5 
1952_.._- * 4 ‘ -| 322 213 66. 2 
Wc awn penadtuccagpeo> csasanctcanstanginal bo tee een 348 234 67.2 
WMO de 2h eee BEES ia i eh bess | 384 262 68. 2 
1955... 430 277 64. 4 
WOO ALI. a eae 462 290 62.8 


Source: Progress Report No. 36, supra, p. 7, corrected on advice from Bureau of Mines, 


Consideration of the sources of nickel for industrial use must include 
mention of secondary and scrap nickel. Secondary nickel is the 
product of rerefining high quality nickel scrap. It is virtually inter- 
changeable with primary nickel for most purposes, but it is both 
expensive and scarce. 

Far larger in importance is scrap. Fabrication of metal usually 
generates a high percentage of waste, which, in the nickel-consuming 
industries particularly during a time of shortage, constitutes an im- 
portant source of supply. Scrap from alloys containing a high per- 
centage of nickel can be used as the source of nickel for alloys. The 
nickel scrap remaining after melters’ production, known as. revert 
scrap, is reusable directly in the melting operation. The ends of 
anodes used in eltroplating can be recast as anodes for such use or used 
in many other ways. The remainder of nickel-bearing scrap goes 
ag a complex scrap-recovery operation for reuse in compatible 
alloys. 

No precise figures as to the magnitude of scrap reuse can be cited. 
There is, however, reason to believe that the total use of scrap as a 
source of nickel now almost equals primary nickel.® It is therefore 
part of the total nickel-supply picture.’ However, it follows a supply 
pattern which markedly differs from that governing primary nickel, 
It is the latter with which this report is concerned. 


B. DEVELOPMENT OF THE NICKEL INDUSTRY 


1. The International Nickel Company of Canada, Ltd. 


The story of the development of nickel production is largely the 
story of The Inter national Nickel Company of Canada, Ltd. (Ineo). 
This company’s possession of the principal ore bodies in the Sudbury 
Basin and its aggressive, sometimes anticompetitive, policies have 
enabled it, since shortly after the end of World War I, to be the 
controlling factor in nickel production. 

In 1902, the predecessor of the present Canadian corporation, @ 
New Jersey corporation, International Nickel Co., was formed from 


: Progress a No. ss, supra, p. 5. 
7 Id., pp. 10-15, 20, : 
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two companies then engaged in nickel production. One of the 
acquired companies, Orford Copper Co., had previously entered into 
a cartel arrangement with Société Le Nickel, a French company 
engaged in refining New Caledonia ores, and the principal supplier 
of the European nickel market. The cartel aimed at allocation of 
world markets and maintenance of world prices. In 1903, Mond 
Nickel Co., an English corporation refining Canadian ores in Wales, 
which had threatened the price stability and market allocations of 
the cartel, ended price competition and was allocated the British 
market upon alliance with the cartel. 

Thereafter, until the vast demands of World War I, the price of 
nickel remained remarkably stable—40 cents per pound in the United 
States, and 35 cents in Europe. War demands raised the price and 
greatly expanded productive capacity. After the war, nickel was in 
surplus supply, and the preexisting marketing arrangements changed. 
Mond Nickel Co. began to refine and market in the United States 
through a subsidiary; and the British Government financed British- 
America Nickel Corp., refining the Sudbury ore in Quebec. By 1923, 
the nickel price had been reduced to 27 cents a pound and, by 1925, 
Inco had acquired and dismantled the smelting and processing facilities 
of British-America. In 1928-29, Inco aequired Mond, and thereafter 
Mond’s American plant was dismantled. These acquisitions sub- 
stantially ended effective competition in nickel derived from the 
Sudbury ores; thereafter the price of nickel remained stable between 
31 and 32 cents a pound until late 1946; and, up to 1950, with the excep- 
tion of Nicaro’s production in World War II, Inco was the sole signifi- 
cant supplier to the American market.® 

In the course of negotiations to acquire Mond, Inco assumed the 
corporate structure it now holds. The New Jersey corporation, the 
holding company parent of the Canadian Inco, by a complicated 
exchange of stock, became the latter’s subsidiary, holding only the 
assets of the combine in the United States. This exchange of stock, 
as discussed later, is peculiarly significant in relation to the antitrust 
problems involving Inco. It left within the limits of the United 
States only relatively unimportant rolling mill and foundry equip- 
ment and sales facilities. 

The dominance of Inco was strengthened in 1931 by an under- 
standing with Le Nickel for allocation of exclusive market territories. 
In 1933, I. G. Farbenindustrie A. G., undertook to produce and dis- 
tribute nickel in competition with Inco and Le Nickel. However, a 
1934 understanding with I. G. Farben protected the Inco exclusive 
“right” to the Canadian and United States markets. 

* Inco’s contract prices to United States buyers during this period were: 
Cents per 
Year pound 
1929 to Dec. 31, 1938 


Se i ee ee a i ae MM i eee 
Jaa; %s FOSS, GS NOV. FE, 1006. . cOA  a  et t ; peeves. cust 2314 
NOG. De oun th BeeGres, 1ONT wa decea de lal. cf. Le cedact eed ced ~ cased bi. deaece 35 
Jan. 1 to July 21, 1948_. ee atc, Weiea en owitaicdaae ebitva haa hts natn sa ce ik Et IN 
Guby iS, THER) to! Diy BR NOS0 6 is caches hi Ee lea - LLEL)D 2 40, 
ONT EO ES OE. ee i A 48 
Ded: 16, teed; 80 GARY Bij Were SS eg AI Ree eae lila. . 1% 
Jayie 13061, ‘to Fen 13, S008 .. 0).. | be ccc,cenis sos ph ddesn seb bivudihen-spusddeeoscne-dasatcl RS 
Pes Oe, SOD LUOU. Bie MIE. cals co ee ccccakhnie cus ccdateinnckdens cee aos nuieiaiiaeils enpaten a 

Nov. 26, 1964, te: Dee. &, 1006... .. 25... SSE ie be i Io a io. 6415 
I I eo sbheeede 74 


* Reduction of 44 cent per pound in rate of duty, refined nickel to United States effective Jan. 1, 1939. 
>» Reduction of 1% cents per pound in rate of duty, effective Jan. 1, 1948. 


Source: Mineral Facts and Problems, Bulletin 556, supra, p. 565. 
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With these protections, and the more important advantage of 
access to the Sudbury Basin ores, Inco has dominated the nickel 
market to the present. Its ore supplies at Sudbury, smelted at Copper 
Cliff and Coniston in the same area, and refined at Port Colborne, 
Ontario, near the Niagara hydroelectric supplies, are strategic to the 
United States consuming area. But, within the United States, aside 
from sales facilities, it maintains only the rolling mill and foun 
facilities at Huntington, W. Va., and bannet N. J. In this peri 
then, while nickel was becoming industrially important, Inco’s inflexi- 
ble but slowly rising price schedules have set the so-called ‘‘market 
price”’ of nickel.® 


2. Falconbridge Nickel Mines, Ltd. 


Although small compared to Inco, Falconbridge is the second largest 
of the Canadian producers, and the only other company refining 
Sudbury Basin ores. It was incorporated in Ontario in 1928, as a 
copper and nickel mining company with mines and a primary smelter 
at Falconbridge, Ontario. re smelted at Falconbridge is then 
shipped to Norway, where a subsidiary performs the electrolytic 
refining. A large share of the refined nickel is now shipped to the 
United States. 

During all of this period, except for the war, Falconbridge held a 
small but consistent share of the domestic market. This share was 
about 2.4 percent in 1950, as against Inco’s 95 percent. During the 
war years, however, with Germany occupying Norway, its refinery 
facilities were unavailable and its concentrates were refined by Inco. 
As will be discussed later, Falconbridge has now become an established 
and a somewhat more significant producer, although its dependence 
on its Norwegian refining facilities make it an unreliable source in 
event of war. 


3. Sherritt Gordon Mines, Ltd. 


Prior to the emergency, Sherritt Gordon started development of 
nickel mines at Lynn Lake, Manitoba. With completion of a refinery 
at Fort Saskatchewan, Alberta, in 1954, it has become the third 
Canadian producer. 


4. Niearo 


During World War II, this United States Government-owned 
facility was constructed for the Nicaro Nickel Co., a subsidiary of 
Freeport Sulphur Co., by Frederick Snare Corp., at a cost of about 
$32 million. 

Nicaro was operated until early 1947 by Nicaro Nickel Co., under a 
management contract with Metals Reserve Co., a subsidiary of RFC. 
The laterite ores for the Nicaro plant were mined from deposits in the 
Lavisa Bay area owned by Freeport Sulphur Co. While Nicaro had a 
designed capacity of 32 million pounds of nickel annually, this goal 
was never attained in World War II. Peak production of 24,782,000 
pounds was obtained in 1946, representing about 11 percent of the free 
world production, and about 15% percent of United States supply.” 

Shut down on March 31, 1947, Nicaro was declared omnia and 
transferred to the War Assets Administration on July 11, 1947. 


® See footnote 8, supra. Against the relatively stable Inco price, the foreign price of nickel has fluctuated 
widely with changes in demand. 3 

10 Fourth Report of the Preparedness Subcommittee of the Committee on Armed Services, 8. Doc. No. 4, 
82d Cong., Ist sess., pp. 14-16. 


96133—-57——-3 
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Numerous unsuccessful attempts were made to dispose of the property, 
at first without restriction, and later, after September 1948, palijess toa 
national security clause." When no satisfactory bids were received, 
it was transferred on April 21, 1950, to GSA’s national industrial 
reserve as undisposable property. 3 

As a means of alleviating the severe nickel shortage, the reactivation 
of Nicaro was authorized in January 1951 under the DPA expansion 
program, and production commenced in July 1952. The plant is 
owned by the Cuban Nickel Co., a Cuban corporation wholly owned 
by the United States Government, and is currently being operated 
under a management agreement with the Nickel Processing Corp., 
of which National Lead Co. owns 74 percent and the remainder is 
owned by Cuban interests." 


C. ANTITRUST ACTION IN NICKEL 


No discussion of the nickel industry is reasonably complete without 
consideration of the antitrust implications of the now declining, 
but still substantial, dominance of the production and supply of nickel 
for the United States market by one producer—Inco. Phat domina- 
tion has been consistent and long standing. In 1950, Inco supplied 
over 95 percent of all of the primary nickel used in this country. As 
late as 1956, Inco still provided the United States with about 66 per- 
cent of its nickel supply. As we have noted, Inco has been followed, 
of necessity, by other producers and therefore has established the 
“market price” of nickel since the end of World War I. 

The implications of Inco’s control have occasioned antitrust con- 
cern. Efforts to bring the Sherman Act to bear on Inco, however, 
have not been effective in the face of Inco’s removal to Canada. In 
1946, a civil antitrust complaint was filed against Inco and its United 
States subsidiary charging it with a wide variety of anticompetitive 
practices in the production, refining, and distribution of nickel, and 
with monopolization of trade and commerce in nickel.'* However, 
a consent judgment was entered on July 2, 1948, prohibiting Inco only 
from engaging in certain restrictive practices, and from discriminating 
in favor of its subsidiary on its sales of certain types of nickel products." 

The wide difference between the charges of broad anticompetitive 
activity in the complaint and the limited consent decree stemmed 
probably from two preeminent difficulties. The first is that although 
Inco was controlled by American capital, the source of its dominance 
lies outside the United States. A decree of a United States court 
might have faced some practical difficulties in reaching the sources of 
Inco’s power: its ownership of nickel ores, smelters, and refineries 
outside the United States. And one result of any antitrust effort to 
crack that power might have been to cause Inco to withdraw from 
business in the United States with American nickel purchasers then 
left to take deliveries on all purchases only in Canada.'® 

The most important antitrust difficulty was then, and indeed still 
is, the unavailability of Inco’s business records. While general investi- 

" National Industrial Reserve Act of 1948, 62 Stat. 1225, 50 U.S. C., sees. 451, et seq. 
12 Fourth Report, supra, p. 16. 
13 Mineral Facts and Problems, supra, p. 566. 


é ‘i nited States v. The International Nickel Company of Canada, I ‘mited, et al., 8. D. N. Y. Civil No. 36-31, 
led May 1946. 

18 July 2, 1948; Four Decrees and Judgments in Civil Federal Antitrust Cases, p. 3086. 

16 It may be noted that, in 1953, Inco became dissatisfied with Office of Price Stabilization action on 


Prices and, for a short pe riod, compelled its customers to take delivery in Canada, at prices above OPS 
ceiling. 
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gation might suggest the possibility of a Sherman Act offense, that 
evidence which would be necessary to determine whether or not a viola- 
tion exists lies within Inco’s files. In 1947, the Ontario Legislature 
enacted a Business Records Protection Act, making it a criminal offense 
to turn over the business records of Ontario firms in response to any 
foreign legislative or judicial authority. Therefore, the extensive 
discovery ordinarily required to make out a section 2 case is, as a prac- 
tical matter, unavailable to secure evidence from Inco’s Ontario files. 
Against this background, the disposition of the 1946 proceeding, the 
Business Records Protection Act, plus Inco’s declining market share, 
complicate present antitrust consideration of Inco’s activities. 


Il. Tus Nicxe, Expansion PRoGRAM 


When the Korean emergency arose, defense and stockpile require- 
ments jumped from 14 to 74 million pounds between 1950 and 1951. 
As a result, the nickel available was woefully inadequate to meet the 
greatly expanded United States defense requirements as well as the 
continuing civilian needs, 

Government efforts to secure x more adequate base of nickel supply 
have resulted in a tremendous expansion of nickel production since 
enactment of the Defense Production Act of 1950. In 1950, the total 
primary nickel supply available to the United States was 200 million 
pounds; and in 1957, it is expected to increase 52 percent, to an esti- 
mated 305 million pounds. In i950, one supplier—Inco—produced 
95 percent of that total; and in 1957, its share a dropped to 66 per- 
cent. Four new suppliers are now producing, and another company 
is preparing for considerable production within the near future. 

This part of the report details the various actions taken by the Gov- 
ernment in expanding nickel supply to reach the goals established 
under the Defense Production Act. These efforts include research 
and exploration and development contracts, long-term purchase con- 
tracts at market prices, premium price contracts, advances, against 
production, rapid tax amortization, and reactivation and expansion of 
the Government-owned plant at Nicaro, Cuba. By March 31, 1957, 
ODM had certified $849,984,000 for this program, of which $789,028,000 
in gross transactions were consummated, with a probable ultimate net 
cost to the Government of $124,215,000." The program’s magnitude 
resulted in nickel ranking fifth among all expansion programs in gross 
transactions consummated, and second in probable ultimate net cost. 

This section’s discussion of the action taken by Government includes 
(1) the Government agencies responsible for the program, (2) the 
establishment and modification of the expansion goal for nickel supply, 
(3) details of the Defense Production Act expansion incentives granted, 
and (4) a summary of the overall financial aspects of nickel expansion. 


A, GOVERNMENT AGENCIES RESPONSIBLE FOR THE PROGRAM 


The Director of the present Office of Defense Mobilization, estab- 
lished in the Executive Office of the President by Reorganization 


17 Report on Borrowing Authority, March 31, 1957 (prepared by General Services Administration for 


the — of Defense Mobilization pursuant to sec. 304 (b) of the Defense Production Act, as amended), 
pp. 0. 
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Plan No. 3,'° effective June 12, 1953, has overall supervision and 
control over the nickel expansion program, including the related 
program of rapid tax amortization under section 168 of the Internal 
Revenue Code of 1954 and over the nickel stockpiling program 
under the Strategic and Critical Materials Stockpiling Act,” as 
amended. To implement the Government’s program, the Director 
certifies nickel expansion goals to the General Services Administration, 
authorizes GSA to enter into purchase contracts or other types of 
Government assistance to meet the goals, allocates borrowing author- 
ity funds under section 304 of the DPA for these purposes, and 
decides whether accelerated tax amortization should be granted. 

The Director of ODM has made various delegations of powers and 
functions to other Government agencies. Thus, the Department of 
Interior has been given primary responsibility to make studies and 
recommendations on the current and future supply of nickel. In addi- 
tion, the Department of Commerce, as well, has been given certain 
responsibilities in this field.” Commerce and the Department of 
Defense have been assigned responsibilities to study and make recom- 
mendations on current and future civilian and military requirements, 
respectively.” Since stockpile objectives and expansion goals are 
derived from supply-requirements studies and estimates, the Depart- 
ments of Commerce and Interior recommend to ODM the size of the 
objectives and goals and the methods to be used to achieve them.” 

The General Services Administration, in addition to its administra- 
tion of the Government-owned nickel plant at Nicaro, Cuba,” is the 
agency which executes the nickel stockpile program by entering into 
purchase contracts, supervising and inspecting deliveries and managing 
the warehouse storage. GSA also administers the nickel expansion 
program by negotiating and executing research and purchase con- 
tracts, taking custody of and maintaining nickel delivered under 
purchase contracts, and making sales to industry or the national 
stockpile in accordance with ODM directives.” 

ODM’s Defense Mobilization Board,” and its Interdepartmental 
Materials Advisory Committee,” aid the Director of ODM in coordi- 
nation of program development and execution. 

18 67 Stat. 634; 5 U. S. C., see. 133Z, note; 18 G. R.3375. Reorganization Plan No. 3, and Executive Order 
10480, as amended (18 F. R. 4939, 21 F, R. 1673), transferred to the new ODM all the mobilization planning 
functions of the National Security Resources Board, as authorized by the National Security Act of 1947 (61 
Stat. 495, 50 U. S. C., sees. 401 et seq.); the stockpiling functions formerly exercised by the Munitions Board 
of the Department of Defense: and the responsibilities assigned to the former ODM, including those carried 
out by the Defense Production Administration under the Defense Production Act of 1950, as amended (see 
Executive Orders No. 10200 [January 3, 1951, 16 F. R. 61]; No. 10281 [August 28, 1951, 16 F. R. 8789]; No. 
10433 [February 4, 1953, 18 F. R. 761]). 

” DMO III-i forsee asned as DMO-11, effective August 14, 1951, 16 F. R. 8098), October 21, 1953, 18 
F. R. 6736; DMO VII-6, December 3, 1953 18 F. R. 7876. 

2053 Stat. 811: 60 Stat. 596, 50 U. S. C., sec. 98-98h. Nickel stockpiling operations under this act are 
treated briefly in this report since they contributed to the nickel shortage, and diversions from stockpile 
raise problems in distribution. For a full discussion of the Strategic and Critical Materials Stockpiling 
Act, reference is made to my report of February 9, 1957. 

21 See Defense Mobilization Orders I-7 (18 F. R. 6736, 18 F. R. 6737); I-8 (19 F. R. 785); I-12 (19 F. R. 6396); 
Be Ger. R. 7348); VII-5 (18 F. R. 6408). 

2 Thid. 

23 Within the Department of Interior, the Secretary has established the Office of Minerals Mobilization 
(Seeretary’s Order 2781, January 6, 1955, 20 F. R. 316), headed by a Director to whom the Secretary has 
redelegated most of his mobilization functions in the field of minerals and metals, including nickel, except 
for the domestic minerals exploration program administered by Interior’s Defense Minerals Exploration 
Administration. The Secretary of Commerce redelegated his functions in the nickel field to the Adminis- 
trator of the Business and Defense Services Administration, established within his Department by the 
Secretary’s Order No. 152 of October 1, 1953 (18 F. R. 6503, 18 F. R. 6791, 20 F. R. 6263). BDSA sueceeded 
Commerce’s National Production Authority, which was abolished by Order No. 152. 

*% National Industrial Reserve Act of 1948, 62 Stat. 1225, 50 U.S. C., secs, 451 et seq. 

25 Executive Order 10480, 18 F. R. 4939, 21 F. R. 1673; DMO 1-7, 18 F. R. 6737. 


2% Executive Order 10480, 18 F. R. 4939, 21 F. R. 1673. 
77 DMO V-1, 18 F. R. 8870. 








VOLUNTARY AGREEMENTS PROGRAM 15 


B. THE EXPANSION GOAL FOR NICKEL 


The nickel expansion goal,” No. 16; was first.established by QDM 
on January 4, 1952, although by that time ‘the reactivation of the 
Government-owned Nicaro plant had already begun. The goal was 
set at 264 million pounds of nickel, representing an increase of 77 
million pounds over the supply available te the United States im, 1951. 
Revision 1 to goal 16, issued Waeeenher 4, 1952, inereased the goal to 
380 million pounds, an #mount not yet reached.” 

Despite the end of Korean hostilities, defense and civilian: require- 
ments have increased, and, combined with substantial stockpiling,” 
an acute shortage of nickei has continued. In November 1955,,0DM 
requested Dr, Joha R. Townsend, director,of materials and standards 
engineering of the Sandia Corp..and chairman of the Materials Advi- 
sory Board of the National, Academy of Sciences, to prepare a full 
study of the nickel situation, covering defense and civilian require- 
ments, expansions of supply and economic and strategic factors. 
Dr. Townsend’s report submitted to ODM on February 3, 1956,*! 
recommended measures for further increase of the supply, of this 
metal. Cuban ores were a most feasible souree for expanding supply. 
He emphasized that, while some stockpile of nickel was necessary, 
expanding the base of supply would lessen dependence on a static 
stockpile and encourage improved utilization of nickel both for 
weapons of war and for the growth of industry. 

Thereafter, on May 18, 1956, ODM issued revision 2 to goal 16, 
increasing the nickel expansion goal to 440 million pounds a year by 
1961." This represents an increase of 150 million pounds above the 
1956 supply. ‘To achieve this goal, ODM in May 1956, authorized 
two types of Government incentives: rapid tax amortization and 
agreements to purchase specific quantities of nickel to be produced 
by new or expanded facilities at the May 1956 market prices. Shortly 
thereafter, on July 31, 1956, ODM announced that premium price 
contracts could be used to cover unusual development costs in bringing 
new production into operation as quickly as possible.® 

On June 28, 1957, ODM closed the nickel expansion goal.* Supply 
estimates by the Department of Interior showed that capacity planned 
for operation by 1961 would somewhat exceed the goal. The increase 
includes about 50 million pounds a year to be produced by Freeport 
Sulphur Co.’s Cuban mine and United States® refinery. It also 
includes about 65 million pounds a year from the Inco operations at 
Moak Lake, Canada, which are being developed without financial 
assistance from this Government. 

23 Expansion goals serve the purpose of measuring the deficit between anticipated mobilization require- 
ments and the capacity of industry to meet those requirements. ad the 229 expansion goals established 
since the inception of the program in 1950, only 4 goals now remain ope 

2° The supply available to the United States in 1956 totaled 290 million pounds, and the expected supply 
in 1957 is approximately 305 million pounds. 

3% The nickel stockpile had been inereased from 15 percent to almost 50 percent of the oes between 


October 1953 and May 1956. Hearings before the Select Committee on Small Business, U. 8. Senate, 84th 
Cong., 2d sess., p. 174. 

31 Within security limitations, a summary of the report, published on July 31, 1956, is contained in Pro- 
gress Report No. 36, supra, pp. 103-106. 

32 ODM Press Release No. 504, May 17, 1956, 

3 ODM Press Release No. 526, July 31, 1956.. On Nevenine 8, 1956, ODM ruled otis direct Government 
loans. to industry as an incentive for increasing nickel ee "ODM Press Release No. 546. 

% ODM Press Release No. 595, June 28, 1957; DMO VIL-4, supp. 18. 

35 See infra, p. 19. 
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C. EXPANSION OPERATIONS 


Nickel expansion efforts were directly conducted by GSA and 
Defense Minerals Exploration Administration. GSA entered 28 
contracts, distributed among 11 companies, to aid in expansion of 
production facilities, to purchase for the stockpile and to carry out a 
variety of basic research and facility development projects. Five 
other proposals for expansion contracts were turned down by GSA. 
With respect to tax amortization certificates, 6 applications were 
approved on GSA’s recommendation, while 1 was denied. 

DMEA has responsibility for the encouragement of exploration for 
nickel-bearing deposits under the Defense Production Act. In the 
course of the program it has received 50 applications for exploration 
contracts. Of these, 10 contracts were awarded, while 30 were denied 
and the remaining applications were withdrawn. 

As a result, the 290 million pounds of nickel available to the United 
States in 1956 exceed that in 1951 by more than 100 million pounds, 
and, by the end of 1957, the increase is expected to reach about 120 
million pounds. This increase resulted almost entirely from this 
Government’s nickel expansion program. 


1. GSA contracts entered 


(a) International Nickel Company of Canada, Lid.—Inco received 
a total of 5 contracts from GSA. In September 1952, GSA contracted 
for the purchase of 54 million pounds of market-price nickel for 
delivery over a 6-year period to the national stockpile. In the same 
year a research contract was awarded Inco to conduct engineering 
studies and appraisals of the economic feasibility of constructing and 
operating a plant at Inco’s own Venezuelan ore holdings.*® However, 
the study produced negative reports. 

On May 29, 1953, an expansion contract was entered with Inco for 
the purchase of 120 million pounds of nickel at a premium price of 89 
cents a pound” as an incentive for Inco to install separate processing 
equipment for lower grade ores. An escalation clause later brought 
the price up to 97 cents. Two additional contracts were entered in 
1954 ** under which Sherritt Gordon’s nickel concentrates were refined 
by Inco pending the completion of the former’s refinery. The principal 
purpose of these contracts was to make use of part of Inco’s refining 
capacity which was then temporarily idle because of a shift in products. 

The total value of these contracts with Inco amounted to $90 
million. It is estimated that their probable ultimate net cost to the 
Government will be about $21 million.® 

(6) Falconbridge Nickel Mines, Ltd—Four contracts were entered 
with this second largest Canadian producer. An expansion contract, 
effective January 1, 1951,” provided for a $6 million advance purchase 
of 50 million pounds of nickel and an option by the seller to deliver an 
additional 25 million pounds through 1961. The price was set at just 
over the market price, f. 0. b., vessel, Norway. A second expansion 

% GSA Contract No. DMP-21, November 12, 1952. 

37 GSA Contract No. DM P-80, May 29, 1953. 

3% GSA Contract No. D-18124, August 11, 1954, and GSA Contract No. D-18126, September 28, 1954. 
The former was a pilot contract to determine the feasibility of refining these concentrates at Inco’s refinery. 
Under the later production contract almost 6 million pounds were delivered at a price of 81 cents per pound. 

3° Report on Borrowing Authority, March 31, 1957, Office of Defense Mobilization, pp. 35-36. These 
figures do not include estimates with respect to the stockpile contract. 


# GSA Contract No. D-12205, March 5, 1954. This contract, effective January 1, 1951, superseded a letter 
contract of February 13, 1952. 
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contract in 1953 *! called for purchase at a price which, with incentives, 
was a dollar a pound, of 100 million pounds and an option to deliver 
an additional 50 million. The contract will terminate on June 30, 
1962. 

Meanwhile, in 1952, Falconbridge was awarded 2 special contracts 
to process the output of 2 Canadian mines.*? Companion contracts 
were executed with these companies to expedite their mining opera- 
tions.“ These contracts have been completed. 

The total value of these contracts consummated with Falconbridge 
amounted to almost $238 million. The Government is expected to 
suffer an ultimate net loss of approximately $75 million. 

(c) Sherritt Gordon Mines, Lid-—This Canadian company has re- 
ceived no expansion contracts. However, on April 19, 1951, it was 
awarded a stockpile purchase contract, on which undisclosed advances 
were made. Expiring at the end of 1958, it calls for delivery of up 
to 80 million pounds of nickel at the market price at the time of 
delivery. 

(d) Hanna Coal & Ore Corp.—Hanna is a newcomer to this field, 
attracted to nickel production by the expansion program. It pro- 
duces a form of ferronickel, at present usable only by the steel in- 
dustry. On January 16, 1953, two expansion contracts were entered 
with Hanna and its subsidiary, Hanna Nickel Smelting Co.,* covering 
the purchase and smelting of ore and the delivery over a 9-year 
period of 125 million pounds of ferronickel at premium prices.** The 
contract with the subsidiary also called for capital advances of $22 
million and advances o1 $3,750,000 for working capital. The gross 
value of these transactions is estimated at $112.5 million while 
probably ultimate net cost should run to almost $14 million.” 

(e) Nicaro.—A total of nine GSA contracts were executed to effect 
the rehabilitation, expansion, and efficient development of this 
Government-owned facility. Three separate expansion contracts 
were entered. The first, executed in 1951 with Nickel Processing 
Co.* prior to the DPA expansion program, effected the rehabilitation 
and reinstitution of operations of this facility. Later, a contract 
was entered with National Lead to construct facilities to expand the 
existing capacity by 75 percent. This project was just completed 
in March of this year. Finally, to further refine production, GSA 
contracted with National Lead in 1956 to convert Nicaro’s output of 
nickel sinter into the more widely usable form of nickel metal.” 

Six research and development and related contracts were awarded 
by the Government, in efforts to improve the production efficiency 
~@ GSA Contract No. DM P-60, March 27, 1953. 

“GSA Contract Nos. DM P-29, September 26, 1952, and DM P-31, October 15, 1952. 

48 GSA Contract Nos. DM P-28, September 26, 1952, with East Rim Nickel Mines, Ltd., and DMP-30, 
October 15, 1952, with Molnet Mines, Ltd. An advance of $440,000 was made on the latter contract. 

44 Report on Borrowing Authority, supra, pp. 34-35. 

45 GSA Contract Nos. DM P-49 and 50, January 16, 1953. 

“6 On the same day Hanna also entered GSA Contract No. DMP-51, under which it was to become the 
sales agent for the Government in disposing of this production to industry. Later, under an arrangement 


with GSA, Hanna also undertook to act as sales agent in sales to industry of certain Falconbridge premium 
price diverted nickel. 


“ Report on Borrowing Authority, supra, p. 34. 

4GSA Contract No. B-1504, January 15, 1951. National Lead Co. owns 74 percent of the stock of this 
operator of Nicaro, with Cuban interests i balance. 

# GSA Contract No. D-1516, April 30, 1954. These two expansion projects also involved contracts for 
engineering and consulting services with the firms of Frederick Snare Corp. (GSA Contract No. B-2154, 
January 18, 1951) and Singmaster & Breyer (GSA Contract Nos. D-1517, June 7, 1954, and D-1523, June 29, 
1955). 

5° GSA Contract No, D-1524, February 1, 1956. This contract was subsequently assigned to National 
Lead’s wholly owned subsidiary, Nickel Processing Corp. of Nevada. 
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and competitive status of Nicaro. Sinee Nicaro was purchasing its 
ore supplies from deposits held by Freeport Sulphur bo. strenuous 
efforts were made to obtain sufficient independent ore reserves. 
Contracts were entered with the Bureau of Mines,*! the Cuban Nickel 
Co.,*? and the United States Geological Survey * for the supervision 
and management of core exploration and for the purchase of ore 
reserves discovered. These efforts have resulted in discovery of 
deposits containing 34 million tons of nickel-bearing ore reserves. 
Mining operations should begin by the end of this year. Two later 
research contracts were entered in 1955 with the Bureau of Mines * 
and Battelle Research Institute to develop means of efficient 
recovery of the valuable cobalt byproduct from the ores processed by 
Nicaro. 

Although some of these research efforts have yet to show any 
tangible success, the basic expansion and operation of N Jicaro to date 
has been extremely successful. Reactivated in 1952 at an annual 
capacity of 30 million pounds, it has now ret a capacity of 
50 million. More important, it is estimated that production in the 
last half of 1957 will run close to capacity. Further, these operations 
have been run at a profit. Although the gross value of all the con- 
tracts entered has mounted to almost $127 million, it is believed 
that these transactions, on the basis of present costs and prices, 
will result in no probable ultimate net cost. 

(f) Freeport Sulphur Co.—Although this company had operated 
Nicaro during the war years and had continued to furnish Nicaro with 
ore supplies from its Moa Bay, Cuba, deposits, it did not become an 
independent factor in the nickel-production industry until 1954. In 
that year it entered a contract with GSA to construct and operate a 
pilot plant in Louisiana for the development of processes to recover 
nickel and cobalt metal from its Moa Bay lateritic ores.” The 
Government was to receive nonexclusive, nontransferable, and royalty- 
free licenses—restricted to use for national-defense production—to 
any resulting patents. Financing of the plant was to come from 
Government advances on the contract. 

At the same time GSA contracted with Freeport’s subsidiary, 
Nicaro Nickel Co., to purchase later production runs of the metals at 
plants to be built and financed by the latter in Cuba and Louisiana, 
if these new processes should be developed successfully.** Under 
the contract the Government could purchase 75 million pounds of 
nickel metal between January 1959 and June 1963 at market price, 
except that the first 15 million pounds were to be sold at 15 cents 
a pound above market price to defray initial production expenses. 
The Government also had an option on an additional 75 million 
pounds during the same period. The contract was conditioned, 
however, upon Freeport’s determination from the pilot-plant data 
that the process developed was commercially and technically feasible 
and that a commercial-scale plant may be economically feasible. 

After a year’s operation of the pilot plant Freeport notified GSA 
that the process developed was commercially and technically feasible. 


51 GSA Contract No. DMP-5, May 27, 1952. 

8 GSA Contract Nos. DM P-4, June 4, 1952, and DM P-17, August 15, 1952. 
583 GSA Contract No. DM P-59, January 29, 1953. 

54 GSA Contract No. D-1521, May 16, 1955. 

55 GSA Contract No. D-1522, May 16, 1955. 

% Report on Borrowing Authority, supra, pp. 36-37. 

5? GSA Contract No. DM P-105, October 18, 1954. 

58 GSA Contract No. DM P-106, October 18, 1954. 
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However, it stated that operation of a full-scale plant was not eco- 
nomically feasible under the market-price terms of the conditional 
production contract. After several months spent negotiating revised 
terms of new production contract was entered on March 8, 1957.% 

This contract, while an improvement over some of Freeport’s pro- 
posals,® still represented a less advantageous bargain for the Govern- 
ment than the preceding contract. Until June 30, 1965, Freeport 
could tender its entire minimum output between 1959 and that date 
of 271 million pounds of nickel at a flat price of 74 cents a pound. On 
its part the Government could call for up to 30 percent of production 
during each half year, payable at the current market price or 74 
cents, whichever is higher. The agreement was based upon issuance 
of tax amortization certificates covering 80 percent of the facilities to 
be constructed.” 

The gross value of these transactions entered with Freeport Sulpbur 
has been set at $206,790,000. However, ultimate net loss to the 
Government is not expected to exceed much more than $6 million.” 

(g) National Lead Co.—It has been noted that this company 
and its subsidiaries hold contracts for the operation of Nicaro and 
conversion of its output to nickel metal.” In addition, National 
Lead executed a contract in 1951 for the production of nickel, cobalt, 
and copper from residual iron concentrates derival from its lead pro- 
duction at Fredericktown, Mo. The Government agreed to ad- 
vance $7.5 million for the acquisition and construction of new facili- 
ties and to grant tax amortization covering 90 percent of the facili- 
ties. The contract called for delivery of almost 2 million pounds of 
nickel a year at a price of 54 cents a pound, subject to escalation on 
direct operating costs.” 

On November 1, 1956, National Lead exercised an option under the 
agreement to terminate the contract. However, the following month 
a new contract was negotiated,” under which title to the property 
was transferred to the Government as full settlement under the old 
contract. It was then leased back to National Lead for 6 years, with 
the right to negotiate a subsequent 5-year extension. Under this 
pew contract the company could sell up to a maximum of 770 tons 
of nickel a year, although tender rights terminated when the aggre- 
gate of all sales from the refinery reached $28,674,000. 

The gross value of these transactions with National Lead amounted 
to about $14 million. However, it is estimated that the Government 
will lose, in probable ultimate net loss, about half of this amount.® 

(h) Miscellaneous contracts —GSA also entered a variety of develop- 
ment and research contracts with various other organizations. tn 
1952 the Bureau of Mines entered an agreement for testing and 
assaying mineral samples from various projects under development 
in GSA contracts.” In the same year a contract was awarded Sing- 
master & Breyer to study the economic feasibility of production of 

6 GSA Contract No. DM P-134, March 8, 1957. 

* For example, Freeport’s initial proposal called for a nickel price to the Government of 90 cents per 
pound, plus escalation on operating costs. See Defense Production Act Progress Report No. 39, hearings 
Before the Joint Committee on Defense Production, 85th Cong., 1st sess., p. 24. 

6! See infra, p. 23 for details on the issuance of such certificates. 

62 Report on Borrowing Authority, supra, p. 36. 

4 GSA Contract No. D-12005, October 4, 1951.. 

% See infra, p. 23 for details on the issuance of this tax amortization certificate. 

* This price was set by an amendment to the contract on January 21, 1953. 

* GSA Contract No. DMP-31, December 18, 1956. 


* Report on Borrowing Authority, supra, p. 35. 
6? GSA Contract No. DM P-26, September 4, 1952. 
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nickel or nickel oxide from Cuban lateritic ores.” Later in 1952 
Battelle Memorial Institute received a contract to conduct a research 
program investigating and evaluating processes for recovery of nickel 
and cobalt from such ores.” Finally, in 1953, GSA entered a contract 
with Western Nickel, Lid., for the completion of the exploration 
and for development of Canadian ore-bearing properties.” Despite 
the fact that the exploration results proved negative, the Government 
under the contract has been reimbursed its share of the expenses from 
salvage operations. The gross value of all these transactions amounted 
to almost a half-million dollars. However, because of reimbursement 
on the Western Nickel contract, only about $100,000 has had to be 
written off as a loss.” 

2. Applicants denied GSA contracts 

During the course of the expansion program, five applications for 
expansion contracts were turned down. Two applications were 
received from Inco, covering development of its Venezuelan and 
Moak Lake, Canada, holdings, while Falconbridge submitted a pro- 
posal with respect to its Brazilian properties. The others were from 
firms outside the nickel industry—Bethlehem Steel Co. and North 
Rankin Nickel Mines, Ltd., a small Canadian mining company. 

The Falconbridge, North Rankin, and Inco Venezuelan proposals 
were denied after a determination by GSA that the costs of production 
would be too high. Inco’s Moak Lake proposal was denied because 
it was believed that the company could proceed with project without 
financial assistance from this Government. Inco has since gone 
ahead with the development of Moak Lake independently. North 
Rankin has constructed independently a small nickel plant. 

The denial of the Bethlehem Steel’s proposal was the subject of a 
congressional inquiry,“ and warrants more extended consideration. 
After July 18, 1956, this company submitted several variations of a 
proposal to construct a nickel plant in Cuba to produce up to 70 
million pounds annually. Included in the plan was the organization 
of a Cuban corporation whose operation would not be subject to 
United States taxes. To finance construction, Bethlehem proposed 
a direct loan from the Export-Import Bank or some other Govern- 
ment agency. However, the loan would be made to its Cuban 
subsidiary and Bethlehem would not be liable for repayment. 

It was proposed that the Cuban company would devote the entire 
net revenue of its operation to the repayment of the loan and that 
Bethlehem would transfer to the Cuban company approximately 
$10 million worth of existing facilities located on the property and 
50 million tons of nickel-contained ore on a royalty-free basis, plus the 
use of the special Bethlehem recovery process at no charge. Security 
for the loan would be all assets of the subsidiary company which 
would own the plant, including all facilities and 50 million tons of 
ore. In addition, the Bethlehem Co. agreed to pledge all of the stock 
of the Cuban company to secure repayment of the loan. 

Bethlehem asked for no tender rights on any portion of its nickel 
or cobalt production. However, the Government was to have the 


7 GSA Contract No. DMP-18, September 16, 1952. 

71 GSA Contract No. DM P-34, December 17, 1952. 

7% GSA Contract No. DMP-82, May 21, 1953. 

%3 Report on Borrowing Authority, supra, p. 36. 

™ Progress Report No. 38, hearing before the Joint Committee on Defense Production, May 21, 1957; 
and Progress Report No. 39, supra. 
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option to purchase 50 percent of the nickel produced annually at 10 
percent below the market, until such time as the loan had been fully 
repaid. 

On November 8, 1956, Bethlehem Steel was notified that its pro- 
posal, based on a direct Government loan, was refused. On the same 
date ODM publicly ruled out recourse to direct Government loans, 
reaffirming its previous decision to utilize only rapid tax amortization 
and Government purchase contracts as incentives for expansion of 
nickel facilities.”> Although some discussion of various proposals was 
continued for a few months, it is now believed that Bethlehem has 
decided not to undertake this development in the near future. 

8. Exploration assistance by DMEA 

The Defense Minerals Exploration Administration is authorized 
to encourage exploration for sources of strategic and critical metals 
and minerals in the United States, iis Territories, and possessions.” 
DMEA participates in the cost of exploration for such metals: The 
Government, upon terms specified in each contract, will contribute ‘a 
percentage of the total allowable costs, depending upon the mineral 
or minerals which are the subject of exploration. In the nickel- 
cobalt program,” this percentage is set at 75 percent. Under certain 
circumstances, the Government recieves royalties from any production 
in the course of any exploration project”® or any later commercial 
mining operations on the property. 

DMEA has received a total of 50 applications for cobalt-nickel 
exploration contracts. Of these, 10 resulted in contracts, 30 were 
denied, and 10 were withdrawn. DMEA officials state. the denials 
were based upon the ground there was no geological probability of 
making a significant discovery. The 10 withdrawals resulted largely 
from failure to furnish additional information to complete the applica- 
tion. The value of these ten executed contracts is $2,076,562, with the 
Government’s participation set at $1,375,447. Table 4 below pro- 
vides a breakdown on these contracts: 

730DM Press Release No. 546, November 8, 1956. 

7% Authority for this program is derived from the Defense Production Act of 1950, as amended, and is im- 
plemented by Executive Order 10480, as amended (18 F. R. 4939; 21 F. R. 1673), and the delegation from the 
Director of ODM in sec. 3 of Defense Mobilization Order No. I-7, as amended (18 F. R. 5366, 6737, 19 F. R. 
7348). This delegation vested the authority to conduct the program in the Secretary cf the Interior, and he 
has delegated the functions to the Administrator of the Defense Minerals Exploration Administration, by 
Interior Orders 2726 (18 F. R, 3804), 2755 (19 F. R. 2503), 2764 (19 F. R. 4005), and 2781 (20 F, R. 316). 

77 Cobalt and nickel frequently occur in combination in the ores, and D MEA has lumped the two together 


as a cobalt-nickel program. See: Sixth Annual Report, Joint Committee on Defense Production, 85th 
Cong., Ist sess., table I, p. 151. 


7s “Exploration project’ means the search for indicated or undeveloped sources of strategie or eritical 
metals or minerals within a specified area or parcel of ground in the United States, its territories or possessions 
whether conducted from the surface or underground including recognized and sound procedures for obtain - 
ing pertinent (geological, geophysical, and geochemical information. The work shall not go beyond a 
reasonable delineation and sampling of the ore and shall not include work, prosecuted oe for mining 


or preparation for mining. [Emphasis supplied.| DMEA Order 1, as amended (19 1563; 20 F. R. 
337, 1698, and 21 F. R. 3839). 


oe 
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TaBLe 4.—Contracts executed by DMEA 


Govern- 








Name, county, and State Date | Total value | ment partici- 
| | | pation 
National Lead Co., Madison, Mo____- | June 28, 1951 | 1 $739,800 | 1 $448, 208 
L. W. King, and C. K. Scott, Bradley and Hamilton, Tenn_| July 26, 1951 | 7, 520 | 6, 768 
Admiralty-Alaska Gold Mining Co., Ist | div vor i 
PN EERE TRS ETT BE 2 ; Sept. 14, 1951 142, 691 | 120, 585 
Olivine Products Corp., Jackson, RE oe Nov. 2, 1951 | 15, 392 | 13, 852 
Montana Coal & Iron Co., Lemhi, Idaho - | June 2, 1952 | 125, 050 | 80, 295 
Northfield Mines, Inc., Lemhi, Dh dike rh, <u adabcdnl cade eae Oise =v 25) 233, 150 | 163, 205 
Calera Mining Co., Lemhi, Idaho- iscatabeds ---| Dec. 9, 1953 | 407, 340 285, 138 
Valle’s Mining Syndicate, San Diego, WORM eee sis | June 21, 1954 | 31, 460 | 23, 595 
Idaho Metallurgical Industrie Ss, Lemhi, Idaho- ; | Sept. 30, 1955 | 345, 558 | 215, 973 
McAfee & Co., San Diego, Calif. ._.._-...---.---- Saat -| Mar. 12, 1956 | 28, 600 | 17, 875 


| These ‘Gane include $348,000 total value and $174,130 Government Sitahleestiin| added, by amend- 
ment dated Mar. 12, 1956, for lead-zine exploration. 


To date four contracts have been terminated. Only one of these was 
concluded by certification that ore deposits were discovered sufficient 
for commercial operations. The total value of the contracts ter- 
minated was $287,552, with the Government’s participation valued 
at $207,421. However, the actual Government expenditures only was 
$85,870. While this program has been very small in comparison with 
the expansion program administered by GSA, it has led to the dis- 
covery of one American deposit of cobalt-nickel, and DMEA advises 
that preliminary results in some of the remaining contracts are en- 
couraging. 


4. Tax amortization certificates 


Issuance of certificates of necessity for accelerated tax amortiza- 
tion has been a major incentive in overall efforts under the Defense 
Production Act to expand American productive capacity. It in- 
volves the postponement of taxes on the facility constructed, to the 
extent certified, while that portion of the facility is depreciated for 
tax purposes over a 5-year period instead of the normal length of 
amortization.” 

In the nickel expansion program, however, this incentive has been 
utilized sparingly, largely because of the limited American reserves 
and scarcity of American producers in the industry. As shown in 
table 5 below, as of July 3, 1957, only six tax amortization certificates 
have been issued ‘of expansion of nickel-producing facilities. It 
should be noted that this represents certification to only three cor- 
porate families, since Nicaro Nickel, Moa Bay Mining, and Cuban 
American Nickel are all subsidiaries of Freeport Sulphur Co., and 
Hanna Nickel is a subsidiary of Hanna Coal & Ore. 





7 See report of the Attorney General prepared pursuant to sec. 708 (e) of the Defense Production Act of 
1950, as amended, February 9, 1955, p. 5 (committee print, Feb. 28, 1956, p. 39 et seq.) for a more complete 
discussion of the nature and operation of this program. 
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Only one application for tax amortization certification has been 
denied.” On July 2, 1957, the application of Standard Ore & Alloys 
Corp. for a $13,900,000 expansion of nickel mining and smelting 
facilities was denied because of the closing of the nickel goal a few 
days before.*! 


5. Summary of financial aspects of the program 


Of a total of $849,984,000 certified by ODM for the nickel expansion 
program as of March 31, 1957, GSA has consummated transactions 
with a gross value amounting to $789,028,000. Of these, transac- 
tions amounting to $263,430,000 have already been completed.*? The 
probable ultimate cost to the Government of the whole nickel program 
is estimated at $124,215,000.** 

According to advice from GSA, the $789,028,000 in gross transac- 
tions consummated comprises $655,418,000 in purchase contracts, 
$127,024,000 in materials used or processed at the Nicaro plant and 
$6,586,000 in research contracts. Advances to contractors in the 
nickel program, cumulative through December 31, 1956, amounted 
to $49,533,188, of which $28,168,860 have been repaid. The nickel 
program is exceeded only by the titanium program in volume of 
advances to contractors,.* 

Examination of nickel procurement activities by GSA, cumulative 
through December 31, 1956, reveals the following: * 








EE No. isin diltiny = «se eine sidie aah aie ais ae bana $191, 804, 164 
Dec. 31, 1956, inventory at cost__-__-_- eh ae Gia ea Ae 9, 346, 500 

Sales from inventory: 
ER TTI ee oe a 153, 639, 307 
ieee eek ee se. Sa ee ees 182, 457, 664 
WN Mo tasss x. ni 6h on denise ema ara eae aT 28, 818, 357 
LOE MIEN. Sep ucutab ae kaeeh akan aaeeee eee ee 2, 402, 500 
et meeating tose. {2S Sho oh ge LE 31, 220, 857 


Dec. 31, 1956, market value of inventory___.._....._-__------- 7, 599, 216 


The net operating loss of $31,220,857 for nickel procurement ex- 
ceeded that of any of the other 26 minerals and metals under GSA 
procurement under the Defense Production Act. GSA advises that 
the net operating loss for nickel (excluding $2,402,500 in operating 
expense) 1s due almost entirely to sales of nickel purchased for the 
DPA inventory at premium prices and resold to the national stockpile 
at market prices. However, some of this loss may be attributable to 
sales of such nickel to consumers at market prices.™ 

The original investment of this Government in the Nicaro project 
was made by the Reconstruction Finance Corporation during World 


* ODM Press Release No. 596, July 2, 1957. 

8! The goal was closed on June 28, 1957. DMO VII-6, supp. 18. 

*® Report on Borrowing Authority, supra, p. 10. 

8 Id., at p. 9. 

“ The latter involved almost 50 percent of the cost of all research contracts entered into by GSA for all 
minerals and metals expansion programs. Progress Report No. 38, supra, exhibit 10, p. 22. 

‘8 Progress Report No. 38, supra, exhibit 7, p. 19. 

% Progress Report No. 38, supra, exhibit 4, p. 16. 

‘’ Progress Report No. 38, supra, exhibit 4, p. 16. Because of its system of recordkeeping in the early 
years of the program, GSA was unable to furnish a breakdown of the net operating loss as between losses 
on sales to the national stockpile and to industry. Sales for the fiscal years ending June 30, 1955, and 
June 30, 1956, and for the 9 months ended March 31, 1957, totaled $67,477,884 to the stockpile and $55,415,225 
to industry. 

** See DMO V-3, March 18, 1954; GSA Administrative Order No. 94, July 6, 1951, revised, September 16, 
1954, supplement No. 1 to said revised order 94, August 19, 1955; Progress Report No. 38, supra, pp. 66-67. 
Under administrative order No. 94, sales to industry out of DPA inventory may be made at market 
prices, even though they are less than GSA’s acquisition costs; sales to the national stockpile out of DPA 
inventory (other than Nicaro nickel) are to be made at market prices; and sales of Nicaro nickel to the 
stockpile are to be at cost, plus amortization. 
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War II. It was later transferred to the General Services Adminis- 
tration at an adjusted acquisition cost of $31.6 million. Apart from 
this, as of December 31, 1956, GSA had invested $56.1 im: capital 
improvements at the plant since its reactivation in 1951. This amount 
includes $20.9 million for rehabilitation, minor plant improvements, 
exploration and acquisition of new ore bodies, and $35.2 million for 
plant expansion.” Approximately $10.9 in stockpile funds were used 
for the rehabilitation, the remainder coming from DPA funds.” 
With respect to other types of expansion aid, facilities totaling 
$132,645,000 have been certihed by ODM for rapid tax amortization, 
of which the amount to be amortized is $108,602,000. In contrast, 
the DMEA exploration program has been small, the Government’s 
participation in the 10 contracts thus far executed being $1,375,447. 


III. Distrisution or NICKEL 


This section of the report considers the problems of distributing 
nickel during this period of critical supply. The Korean emergency 
expanded defense requirements for dick and created a shortage for 
civilian use. During that emergency, Government controls were 
imposed on the allocation of nickel, both for defense and civilian needs. 
Following the end of that emergency, the increased defense and civilian 
needs have continued the shortage of supply, despite the expansion of 
supply facilities. Controls over civilian uses were terminated in 1953, 
although the system of defense-rated orders still provides a preference 
for military needs. As to civilian needs, since 1953, the Government 
action has been confined to informal efforts to assure that the non- 
defense nickel is distributed fairly and equitably. 


A. GOVERNMENT CONTROLS DURING KOREAN HOSTILITIES 


Even prior to the imposition of Government controls during the 
Korean emergency, the two Canadian producers, Inco and Falcon- 
bridge Nickel Mines, Ltd., who were responsible for almost all the 
United States nickel supply, had begun to prorate nickel among their 
customers." The Korean hostilities brought on heavily expanded 
military requirements for nickel so that the deficit of supply over 
defense, stockpiling and civilian requirements ran to some 10 million 
pounds a month.” In this situation, the priorities and allocations 
powers of the Defense Production Act were invoked. 

The Secretary of Commerce was the delegate of ODM for exercise of 
the priorities and allocations powers and powers to control hoarding 
specified in sections 101 and 102 of the act, insofar as they relate to 
nickel and other materials.°* The Secretary of Commerce has 
exercised these functions and authority through the Administrator of 
the Business and Defense Services Administration established within 
the Department of Commerce on October 1, 1953, by the Depart- 
ment’s order No. 152.% This agency (BDSA) succeeded the National 
Production Authority (NPA) which was abolished by order No. 152. 


** Progress Report No. 38, supra, p. 11. 

0 Id., exhibit 11, p. 24. 

a1 se cas Report No. 36, supra, p. 22. 

® Tbid. 

% TD)MO I-8 of February 10, 1954 (19 F. R. 875); see also DMO I-7 of August 14, 1953, as amended (18 F. R. 
6736, 6737), DMO VII-5 of October 7, 1953 (18 F. R. 6408), as amended. 

18 F. R. 6503, as amended, 18 F. R, 6791, 20 F. R. 6263. 
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Thus, BDSA, under policy direction by ODM, is the agency most 
directly concerned with shaping the distribution of nickel for defense 
and civilian purposes.” Moreover, since BDSA is responsible to 
assure the distribution of materials needed for military and AEC 
programs with a minimum impact on the civilian economy, it is the 
agency chiefly concerned in making recommendations to ODM on 
diversions of nickel from the national stockpile and the DPA inven- 
tory.’ 

Priorities and allocation controls over civilian and defense nickel 
use were begun by the National Production Authority Order M-—14 ” 
on December 1, 1950. This restricted the nondefense consumption of 
nickel to 65 percent of the average during the base period—the first 
6 months of 1950. Increasingly more stringent controls were imposed - 
by several amendments to onde M-~14 in 1951, prohibiting or limiting 
use of nickel and nickel-bearing alloys in some 400 listed products and 
applications. 

The increasingly tight supply situation made even more rigid con- 
trols necessary.” NPA Order M-80, issued on August 15, 1951,” 
provided for the complete allocation of nickel on a monthly basis and 
continued restrictions on the use of nickel for nonessential items. 
Adequate supplies of nickel for military and AEC uses were assured 
7" we assignment of priority ratings to defense orders. 

eneral, the balance of the supply available for civilian purposes 
was allocated by NPA to individual ¢ users on the basis of their average 
monthly receipts of nickel during the base period, which was the first 
6 months of 1950. However, by an amendment to NPA Order M-80 
on March 12, 1952,’ a different system was provided for the non- 
defense needs of nickel electroplaters. These were several thousand 
in number, and individual allocations were thought too cumbersome. 
For them, monthly allocations were made to the seven nickel-platin 
supply houses for distribution according to their customers’ base nite 
uses. The individual plater could select as his base, his average 
monthly receipts during the most favorable of 1 of 3 periods: the first 
6 months of 1950, the second 6 months of 1950, or the first 6 months 
of 1951. Small platers and other small nickel users whose receipts 
did not exceed 100 pounds a month were exempted from allocation 
requirements. 


B. DEFENSE CONTROLS AFTER THE END OF KOREAN HOSTILITIES 


The cessation of Korean hostilities on July 27, 1953, as noted, soon 
brought termination of official controls over the civilian distribution 
and use of nickel. However, nickel for military and AEC uses has 


% Since controls over the distribution of nickel and other materials for defense purposes vitally concern 
the Department of Defense, this Department has been authorized by BDSA Delegation 1 (18 F. R. 6337) 
to participate in the priorities and allocations poem in conformance with orders and regulations of BDSA. 

% The Defense Mobilization Board established in the Office of Defense Mobilization by Executive Order 
10480 is usually consulted by the Director of ODM in deciding on diversion programs (see, e. g., ODM 
Press Release No. 539, October 17, 1956), as it is in deciding on expansion goals (see, e. g., ODM Press Release 
No. 504, May 17, 1956). 

7 15 F. R. 8580. 

** Export controls over nickel and nickel scrap, under the Export Control] Act of 1949 (63 Stat. 7,50 U.S.C. 

app. 2021, et seq., were begun shortly after the outbreak of Korean hostilities. These controls, administered 
by the De partment of Commerce, have been in the form of embargoes on exports of primary nickel and 
certain forms of scrap, restrictive quotas on exports of certain types of nickel products and nickel scrap, and 
open-end licensing, i. e., where controls sre only nominal and ‘exports are permitted on the filing of license 
applications. Export controls are beyond the scope of this report. A detailed discussion is set forth in 
Progress Report No. 36, pp. 15-20, 100-101. 

9 16 F. R. 8178. 

1007 F. R. 2178. 
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continued under modified priorities and allocations controls. This is 
now accomplished by the defense order rating system for priorities 
and the defense materials system (DMS) for allocations. 

Under the defense order rating system, all defense orders are given 
rating and allotment symbols web require preference over unrated 
civilian orders. Nickel-bearing stainless steel has been a controlled 
material under the defense materials system along with steel, copper, 
and aluminum since the inception of the system in July 1953. Nickel 
alloys were included as a separate controlled material under the 
defense materials system beginning with the fourth quarter of 1956, 
pursuant to a public announcement of the Director of ODM on June 
5, 1956.1 

Under DMS, defense contractors are required to obtain from the 
Department of ‘Defense and the Atomic Energy Commission authority 
in the form of allotments to purchase specific quantities of nickel 
alloys for specified calendar quarter deliveries. This establishes a 
quantitative allotment control over the purchase of nickel alloys by 
major defense users, giving the defense agencies a more accurate 
measure of current and future defense requirements.'” 


C. TERMINATION OF CONTROLS OVER NONDEFENSE NICKEL 


During Korean hostilities, controls over nondefense nickel had 
prohibited or severely restricted many civilian uses. By mid-1953, 
controls over civilian uses of most other materials had ended, but 
heavy defense and stockpile requirements for nickel kept the supply 
still inadequate to meet civilian needs. On October 5, 1953,’ the 
Director of ODM approved the Department of Commerce’s recom- 
mendation to decontrol nickel for reasons set forth in his memorandum 
filed with the Joint Committee on Defense Production.“ This 
pointed to the dislocations and hardships under existing allocations 
and use controls, and noted as an essential premise of decontrol that 
continuance of controls would not relieve these difficulties. Moreover, 
it was noted in the memorandum that assurances had been made by 
Inco, then a supplier of 85 percent of primary nickel in this country, 
to the Secretary of Commerce, by letter dated August 20, 1953, that: 

After taking care preferentially of the military and AEC requirements, the 


balance of our nickel as reported quarterly will be distributed to the civilian 
economy in a fair and equitable manner. 


Further, in response to the Secretary’s concern over possible price 
increases, Inco had advised him that: 


As far as our own prices are concerned, the record speaks for itself.!% 


10! ODM Press Release No. 509, June 5, 1956. BDSA implemented this announcement on June 29, 1 
by the issuance of Direction 6 to DMS Regulation No. 1 (21 F. R. 4912); order M-1B (21 F. R. 4914); an 
Direction 7 to BDSA Regulation No. 2 (32 ACFR, ch. VI). 

102 A wide disparity had developed between estimated defense requirements for nickel and actual defense 
“take,” the latter reaching as high as 53 to 60 percent greater in the 2d quarter of 1956 (11th Report, Pre- 
paredness Investigating Subcommittee of the Senate Committee on Armed Services, 85th Cong., Ist sess., 
pp. 23, 33). This was one of the factors leading to the decision to _ nickel alloys under the defense 
materials system. The Department of Defense has reported that the disparity has been very much reduced, 
Id., at p. 33. 

103 ODM Press Release No. 257, October 5, 1953. 

1% The text of this memorandum appa in Supply and Penintien of Mies hearings before the 
Select Committee on Small Business, U. S. Senate, 84th Cong., 2d sess., pp. 171-173. 

105 Id. at p. 173. 
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Pursuant to this decision, BDSA on October 5, 1953, announced 
revocation of NPA Order M=80, effective November 1, 1953." This 
terminated the system of controls over civilian nickel distribution 
which had been in effect during the Korean hostilities. 


D. THE DISTRIBUTION OF NONDEFENSE NICKEL SINCE DECONTROL 


Discussion of the distribution of nickel in the civilian market must 
include consideration of the Government’s policies affecting (1) vary- 
ing price levels, (2) Inco’s system of distribution, (3) distribution of 
Nicaro nickel, and (4) distribution of premium-price nickel diverted 
from stockpile and DPA inventory. 


1. Price categories of nickel 


The industry commonly described nickel in terms of market price, 
premium price, gray or free market, and black-market nickel. ‘‘Mar- 
ket price nickel” is that priced at Inco’s prices, followed by the rest 
of the industry.” Currently, to United States buyers, it is 74 cents 
per pound for electrolytic nickel, car lots, f. 0. b., Inco’s refinery at 
Port Colborne, Ontario.’® Inco, in supplying almost all the nickel for 
defense orders, has charged market price. All nickel produced by 
Nicaro is sold to industry at market prices. Approximately 80 per- 
cent of the primary nickel available to industry in 1956 was market- 
price nickel. 

Premium-price nickel is that contracted for by the Government 
under the Defense Production Act at various prices ‘higher than market 
price as an incentive to expand production,” W here premium price 
nickel is diverted to industry, ODM requires the producer to sell at a 
price which will not give him a windfall or the consumer a subsidy. 
Premium-price nickel is therefore sold at the Government contract 
price, plus a small charge for extra handling and selling expense.!° 
Since the Government contract prices vary as between the different 
producers and different contracts with the same producer, the price 
of diverted nickel has varied from 79 cents to about $1.31 per pound 
although the highest price currently for diverted nickel is $1.15 per 
pound, f. o. b. Riddle, Oreg. 

Gray-market or free aaa nickel includes nickel imported from 
Japen, West Germany, and France, as well as that in nickel scrap. 
While the volume of these imports is small, the nickel content of 
scrap is a very important element in the total supply." There are no 
price ceilings on nickel, and free-market nickel characteristically sells 
for more than market- or premium-price nickel; it has ranged from 
$2 to $3 a pound when shortages were most acute in 1955 and 1956, 
although currently the price is ‘much less. 

Black-market nickel is nickel illegally obtained at market prices 
through the improper use of defense ratings and resold at whatever 
the traffic will bear. The Department of Commerce began to make 


1% 18 F. R, 6432. 


107 Apparently, a small quantity of nickel produced by Falconbridge Nickel Mines, Ltd., is sold at higher 
than market prices. 
108 Inco maintains a price differential as betweeen its European and United States eustomers which ap- 


parently favors the latter. 11th Report, Senate’s Armed Services Preparedness Investigation Subcommittee, 
85th Cong., Ist sess., p. 19. 


10 See sec. IT, supra. 
10 \"ickel diverted from the Government’s contracts under the Strategic and Critical Materials Stock- 
piline Act is sold at market prices since they were contracted for at such prices. However, the volume of 


premiu ~-price diverted nickel greatly exceeds that of market price diverted (if Nicaro nickel is excluded 
from the la ter category). 


111 Sec. I, supra, p. 9. 
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spot checks in 1954 as to the extent of this practice and more extensive 
investigations were initiated in November 1955 and June 1956. 
These investigations disclosed that violations occurred chiefly in the 
nickel-plating field. BDSA took administrative action to stop these 
practices by requiring producers and distributors to halt deliveries of 
defense-rated orders to specified customers until BDSA checked and 
approved the orders as valid for defense purposes. Four cases were 
referred to the Department of Justice under the BDSA regulations 
for criminal prosecution.''? Two of these resulted in convictions, one 
case is pending and prosecution has beem declined in the other. In 
general, the Department of Commerce has reported that the quantity 
of nickel sold under illegal priority ratings has been very small ' and 
that the practice has declined in 1956." 


2. Inco’s system of distribution 


In 1956, Inco accounted for more than 80 percent of the supply of 
market-price nickel, including almost all nickel for defense-rated 
orders." In previous years, the percentage was even greater. As 
noted, Inco’s assurances in August 1953 of preferential treatment to 
military and AEC orders and of fair and equitable civilian distribution 
was one of the considerations in the decision to decontrol nickel. 

In general, since 1954, Ineo hes established a “basic entitlement’’ 
for each large nickel user to govern the amount of market-price nickel 
he will receive for civilian uses,"® The basic entitlement is essentially 
computed from e2ch customer’s average monthly nickel purchases 
during the period 1948, 1949, and 1950, or the last 3 months of NPA 
allocations (August-October 1953), whichever is higher. Adjust- 
ments are made for special hardship cases, newly acquired facilities 
and current competitive status. If defense orders on Inco are so 
large that supply is inadequate to fill all orders for civilien nickel, 
civilian orders are prorated to customers in accordance with their 
basic entitlements. Thus, while the basic entitlements are constant 
over periods of time, the amount of market-price nickel actually 
shipped to customers will vary, depending on the civilian availability. 
Inco first fills completely all defense-rated orders, and the balance of 
its nickel is prorated according to the customers’ basic entitlements, 

Importantly, Inco requires customers placing their monthly orders. 
to report the quantities of market-price nickel they will receive from 
all other sources, although the sources neéd not be named. This, 

resumably, prevents duplication and pyramiding of orders on Inco. 

he amount from other sources is deducted by Inco in computing the 
amount of market-price nickel to ship to the customers so that their 
receipts from Inco, plus that from other suppliers, will not exceed 
their basic entitlements. 
~ 12 Four earlier cases had also been referred to the Department of Justice for prosecution under the NPA 
regulations. One resulted in a fine, another in an injunction, another is pending and in the fourth case, 
prosecution was declined. 

113 Progress Report No. 36, supra, p. 99. 

14 Td., at p. 54. While not a black-market practice, as referred to above, the Department of Commerce 
reported in August 1956 that there is ‘undoubtedly a considerable traffic in premium-price nickel obtained 
through lezal channels. This may consist of imported r etal, secondary nickel reclaimed from scrap or 


a -— purchased which is surplus to the needs of the owner.” Id., at p. 98. 
5 Id., at p. 26. 

n€ Inco’s basic entitlenent syste is described in Progress Report No. 36, supra, pp. 28-32, 89-91; S. Rept. 
No. 2826, Supply and Distribution of Nickel, report of the Senate Select Committee on Small Business, 
84th Cong., 21 sess., pp. 17-21: 11th report of the Prepare .ness Investigating Subcomr ittee of the Senate’s 
Armed Services Committee, pp. 16-17, 85th Cong., Ist sess. The most detailed exposition is that given by 
the presi lent of Inco, who is also presi tent of its United States subsidiary, hearings before the Senate Select 
Committee on Small Business, 84th Cong., 2d sess., May 30, 31, 1956, pp. 142-147. 
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A new large user of nickel is given an entitlement on the basis of 
Inco’s investigation of his requirements, capacity, and the like. For 
example, it has been reported that Inco may ship as much as 5,000 
pounds a month to a new steel plant, which amount is then deducted 
from the share going to the rest of the steel industry rather than from 
industry generally.” 

Inco uses a different basis forsmall users. It reserves some 10 per- 
cent of its total nondefense market-price nickel, and apportion this 
reserve to small users on the basis of their actual requirements and 
needs. It does not appear precisely how Inco defines a ‘‘small user,”’ 
nor how thinly the 10 percent reserve is spread. In any event, Inco 
satisfies itself that the needs are genuine and that the customer will 
not be reselling the market-price nickel at a higher price.'® 

It is reported by BDSA that Inco periodically reviews its basic 
entitlements system, and makes revisions and adjustments to reflect 
more current conditions. Thus, if a customer has been ordering less 
nickel during the 18 months’ period ending December 31, 1956, than 
his entitlement, his entitlement may be diminished by Inco. Con- 
versely, in some limited cases, upon proper showing, his entitlement 
may be increased. 

There are only three producers other than Inco supplying market- 
price nickel: Nicaro, Sherritt Gordon Mines, Ltd., and Falconbridge 
Nickel Mines, Ltd. In 1956, Inco supplied industry with about 
81 percent of the total supply of defense and nondefense market-price 
nickel, Falconbridge 2% percent, Sherritt Gordon 4 percent, and Nicaro 
about 12 percent. Of the total amount of nondefense market-price 
nickel, Inco also supplies some 63 percent of the total, Falconbridge 
3 percent, Sherritt Gordon 5 percent, and Nicaro the remaining 
29 percent." 

The role of Inco in this distribution system has been characterized 
as the “balance wheel’ for the industry.’ Unquestionably, its 
normal relationship to the industry placed it in an unusually advan- 
tageous position for such an operation. With its preponderant ton- 
nages of market-price nickel, its distribution practices set the basic 
pattern of distribution. The lesser amount of market-price nickel 
available from other producers could easily be fitted into that pattern. 
Thus, Sherritt Gordon has only 4 customers, Falconbridge about 12 
and Nicaro only 40 to 50. 

Inco, with between 700 and 1,000 regularly active nickel customers, 
maintains a large sales force. It has facilities for studying and 
collating published information about the industry. Consequently, 
the company possesses a large store of information on users’ needs, 
their purchases from other sources, their nickel inventories and whether 
they were reselling market-price nickel at higher prices. Coupled 
with its preponderant tonnages of market-price nickel, Inco was thus 
in a position, even without Government participation, to influence 
the distribution pattern. 

Government surveillance of the operations of the system insures 
both that Inco is not imposed upon by customers understating their 
supply from other sources and that Inco is in turn living up to its 


117 Progress Report No. 36, supra, p. 91. BDSA advises that Inco has established even larger entitlements 
or new stainless-steel plants. 

18 Id., at p. 31. 

119 Td., at p. 26. 

80 Td., at p. 28. 
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commitment of fair and equitable distribution. The orders of cus- 
tomers from the lesser producers, including Nicaro, are known to 
BDSA. Through periodic investigations of Inco’s order books, that 
agency can ascertain whether customers have been failing to report 
to it their purchases of market-price nickel from other sources. Where 
violations occur, the agency takes up the matter, not with Inco, but 
with the customer directly. 

At the same time, the BDSA surveillance has been aimed at deter- 
mining whether the system accords with Inco’s commitment. In this, 
the agency has engaged in two extensive examinations of Inco books 
and records, principally those of its United States selling subsidiary. 
Monthly spot pr are also made. On two occasions, examination 
has been made of Inco’s Canadian selling subsidiary, Alloy Metal 
Sales Co., Ltd. 

The Department of Commerce has concluded that, except for its 
application to the special problems of the plating supply houses,'*! 
Inco’s system of distribution has met the criteria established by Con- 
gress in section 701 (c) of the Defense Production Act of 1950, as 
amended,'*”? and, therefore, that Inco has been honoring its 1953 
commitment to this Government.’ Statistics collected by the De- 
partment of Commerce showing consumption of nondefense primary 
nickel by industrial groups are cited by the Department as establish- 
jong that the distribution pattern for such sited 
has not resulted in a serious imbalance on an industry grouping basis except ap- 
parently for job platers.™4 

In the latter instance, corrective actions have been undertaken. 

It may be pointed out, however, that statistics on receipts of nickel 
by industrial groups cannot fully indicate the equity of distribution as 
among individuals in the group.'® On the other hand, BDSA reports 
that during 1955 and 1956 only 2 cases out of over 500 claims audited 
were found to warrant adjustment.’ 


3. Distribution of Nicaro nickel 


Though smaller than Inco, the Government-owned Nicaro plant is 
now the second largest producer of nickel for the American market. 
With the plant expansion completed in March 1957, its annual 
capacity is about 50 million pounds a year, and pines may exceed 
rated capacity. Until 1955, most Nicaro nickel went into the national 
stockpile. In 1955, 17,400,000 pounds were diverted to industry. 
In 1956, close to 26 million pounds were so diverted. Pursuant to 
ODM direction, all of its production in 1957, expected to reach nearly 
45 million pounds, will be sold to industry. 

Nicaro’s nickel was first produced in the form of a powder, nickel 
oxide, a material disadvantageous for certain application. By June 
1954, a process was completed to produce nickel sinter from the powder 
and in 1956 National Lead contracted to produce metallic nickel from 
the sinter by a process it had developed.’” A satisfactory metallic 
nickel is now being made. Nicaro nickel is now sold in powder, sinter 

121 Progress Report No. 36, supra, p. 60. 

122 These criteria are established for governmental distribution controls, but the Department of Com- 
merce, not without justification, employed these criteria to evaluate Inco’s distribution system. 

123 Progress Report No. 36, supra, pp. 31-32. 

14 Td., at p. 36; id., table 7, p. 34. 

125 See infra, p. 35. 

1% Progress Report No. 36, supra, p. 94. 


127 This followed unsuccessful efforts by Inco, likewise under contract with Nicaro, to develop a process 
for production of metal from the oxide. 11th Report, supra, p. 6. 
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and metallic form. While the steel industry has been the principal 
user, recent developments have made Nicaro nickel useful to other in- 
dustrial groups, including electroplaters. Plans are in progress to 
make nickel oxide powder available to tne chemical industry for con- 
version to salts and catalytic material.’ 

Nicaro nickel is sold to the stockpile at cost including amortization, 
although it is sold at market price to industry.”* Industrial sales have 
made substantial profit. During the period from January 31, 1952, 
through December 31, 1956, a total of 128 million pounds of Nic aro 
nicxel was sold by GSA. Of this, the sales to industry totaled $50.3 
million, while stockpile sales reached $18.7 million.’° 

In authorizing GSA to sell Nicaro nickel to industry, ODM requires 
it to consult with BDSA. In general, the latter requires that Nicaro 
market price nickel be sold to customers in accordance with their 
basic entitlements as established under the Inco formula. And cus- 
tomers must report to Inco their purchases from Nicaro as nic ‘kel 
“from other sources’? although they need not name Nicaro as the 
source.! Thus, the distribution of Nicaro nickel to Inco’s customers 
is determined by Inco’s entitlement system, and care is used in other- 
wise distributing Nicaro nickel not to create special preferences which 
would upset that system.’ 


4. Distribuiion of nickel diverted from stockpile and DPA inventory 

The nickel diverted from the national stockpile and the DPA in‘ 
ventory is now a significant part of the total supply. The Govern- 
ment policies in diversion therefore are important to the distribution 
of nickel. 

Because of the very heavy defense and stockpiling needs, acute 
shortages became manifest in the civilian market in 1954." Diver- 
sions of increasingly large quantities of Government nickel followed. 
This is shown in the following table: 





1288 Progress Report No. 38, supra, p. 11. 

122 DMO V-3, March 18, 1954 (19 F. R. 1511); GSA Administrative Order No. 94, Revised (September 16, 
1954), supp. 1 (August 19, 1955); see also Defense Production Act of 1950, as amended, sec. 303 (a) (50 U.S. C. 
app. 2093). 

1389 Progress Report No. 38, supra, p. 11. 

131 An exeeption is made for plating anodes cast from Nicaro nickel which is furnished in lieu of premium 
priced electrolytic nickel. In the third quarter of this year, 3.6 million pounds of Nicaro anodes will be 
offered to the platers in place of 2.7 million pounds of premium price anodes. 

1822 BDSA establishes an entitlement for a Nicaro nickel customer who does not have an Inco entitlement, 
either because he purchases no nickel from Inco or is new in the field, on the basis of his proposed use of the 
nickel and his prior nickel-consuming history, ifany. Progress Report No. 36, supra, p. 26. 

133 Diversions are to be distinguished from sales out of DPA inventory to industry and to the national 
stockpile. Diverted nickel is not received into the DPA inventory at all but is sold by the producer to in- 
dustry. Sales out of DPA inventory are discussed briefly in section III, D, p. 28, supra, 

1 Eleventh Report, supra, p. 11. 
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Tas_e 6.—Total supply of nickel available to United States, and the supply of 
nickel for defense and nondefense purposes, before and after diversions, 1948-56 

















[Millions of pounds] 

| Supply available before Supply available after 

| diversions diversions 

| Total supply }_ ij Ae | Diversions Sak 

Year available to | \from Govern- 
United States} Defense | | ment Defense 
stockpile Nondefense stockpile Nondefense 
| DPAinven-| industry DPA inven-| industry 

| tory tory } 

| | | | pbteer bts 
_ — arr | 192 | 7 | MOL ideal 7 185 
Wie s cibawass 153 | 18 | > ee 18 135 
MORi0601i3.5 } 200 14 | 186 Jaki. dL 14 186 
a heciaiecttletecs 187 | aad I a heenihatehin Meenas 74 13 
Foun. © IIe7ET TT 213 | 108 | ie eT OT TIT 108 105 
WO ..ucehend. cen | 234 ill MA Asus. sadcpess-l lll 123 
Wb tetasagcal 262 | 135. 5 | 126. 5 5.5 | 130 132 
1965_..- 122-111. 277 164.9 | 112.1 29.9 | 135 | 142 
anita etek 290 200. 8 89, 2 | 76.8 124 | 166 








Source: Defense Mobilization in a Full Economy, ODM Report to Joint Committee on Defense Pro- 
duction, March 14, 1957, p. 21. 


Thus, diversions were 5.5 million pounds in 1954, 29.9 million pounds 
in 1955, and 76.8 million pounds in 1956. And, pursuant to ODM’s 
decision that all nickel scheduled for delivery to the stockpile and 
DPA inventory shall be diverted in 1957,'* some 115 to 120 million 
pounds will thus go to industry this year, including approximately 44 
million pounds of Nicaro nickel. 

Except for Nicaro nickel and two stockpile market price contracts 
with Sheritt Gordon and Inco, this diverted nickel had been con- 
tracted for by the Government at premium prices. Of the some 120) 
million pounds of nickel to be diverted to industry in 1957, about 
one-half will be market price and the balanee slightly higher than the 
Government’s premium prices to allow for selling and handling costs.'** 
In executing ODM’s directives on diversions, GSA customarily amends 
its contracts with producers so that the diverted nickel'sold to industry 
is considered as delivered under the contract, and the total amount 
ultimately deliverable is reduced accordingly. 

This diverted nickel has been important in the civilian market, 
Without the 76.8 million pounds diverted in 1956, for example, nickel 
available for civilian purposes would have been less than one-half the 
average available for civilian purposes in the period 1948-50 Even 
with diversions, the 1956 civilian market received no more than its 
1948-50! average. It is also estimated by BDSA that diverted 
nickel in 1957 will approximate the total if Inco’s market price nickel 
for civilian purposes. 

Nickel diverted from stockpile and DPA inventory is integrated in 
distribution with the Inco system so that the sale of diverted nickel 
“does not warp the equity of the distribution patterns which producers 
are trying to maintain. * * *’* The problem is complicated by 
multi-price levels for diverted nickel, varying tonnages deliverable in 
different quarters, multiplicity of types of nickel (i. e., ferronickel 
which is usable only by the steel industries), and the reluctance of 
certain producers to distribute to other than their regular customers. 


135 ODM Press Release No. 5389, October 17, 1956; letters, dated December 5, 1956, March 1, 1957, and May 
29, 1957, from the Director of ODM to the Administrator of GSA. 

136 See sec. ILI D, supra. 

187 See table 6, supra. 


188 Progress Report No. 36, supra, p. 26. See also id. at 27, 91-94; Defense Mobilization Order V-3, March 
18, 1954, 19 F. R. 1511. 
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BDSA apportions diverted nickel during any particular quarter to 
the different industrial segments, such as, e. g., steel plants, foundries, 
platers, and the like, according to the share of market price nickel 
received during the pr ‘eceding quarter. This industry share, therefore, 
is related to Inco’s entitlement system. Any particular user’s share, 
however, is allotted on the old NPA allocations base (the first 6 
months of 1950), with adjustments. This works out very close to 
Inco’s basic entitlement for each such user. Thus, in general it is 
correct to state that the distribution of diverted nickel to industries 
and within industries does not substantially vary from Inco’s entitle- 
ment system. 

As to producers other than Inco, BDSA determines the quantities 
of nickel to be diverted to particular industries, and the amounts to 
be sold individual users within those industries. Inco is told by 
BDSA those industries which have been supplied by the other pro- 
ducers’ diversions, leaving Inco to distribute its diversions to the 
remaining industries under its entitlement system.’ This is done by 
Inco’s Canadian subsidiary, Alloy Metal Sales Co., Ltd. As a conse- 
quence of this system, while Inco’s customers are not required to report 
to it receipts of premium price nickel from other sources, Inco can 
probably estimate premium nickel receipts accurately, since it knows 
quantities diverted and the basis of diversion. 


IV. Disrrisution 1n THE Nicxet PiLatine InpustTRyY 


Complaints of nickel platers that they were not obtaining a fair 
share of nondefense nickel have raised special question of fairness of 
the distribution system in relation to this particular industry.“ This 
segment of industry, since it includes many small business firms, also 
affords opportunity to test the operation of the distribution system 
as it affects small business. 


A. NATURE OF THE INDUSTRY AND TONNAGES RECEIVED 


The nickel-plating industry “' is commonly divided into job and 
captive platers. A job plater is in the business of plating for others. 
A captive plater is part of a business primarily Ceank | in another 
type of activity, such as an automobile or appliance manufacturer who 
maintains a plating establishment for his own products. Of some 
2,430 plants reporting to the Department of Commerce in 1956, 897 
were job platers, 1,340 were captives, and a third group comprising 
electrotype platers ‘numbered 193 plants.“ The Department’s sur- 
vey disclosed that there is a wide difference in the size of companies 
in this industry as measured in terms of their consumptior of nickel. 
Thus, of the smaller plants, 57.4 percent of the 2,430 plants received 
only 1.22 percent of the total anodes. On the other end, the 7 largest 
plants took 29 percent of the anodes in 1955. Adding the next size 


189 The methods by which BDSA worked out the distribution pattern for premium price diverted nickel 
in 1955 and 1956 are reported by the Department of Commerce in Progress Report No. 36, supra, pp. 26-28, 

140 Report No. 2826, Supply and Distribution of Nickel, Select Committee on Small Business, U.S. Senate 
84th Cong., 2d sess. 

141 In the process of electroplating, the metal objects to be coated with nickel (or other metals such as 
copper, cadmium, gold, or rhodium) are immersed in a solution containing a salt of the metal to. be plated. 
An anode of the desired plating metal is also immersed in the solution. A high-amperage current is passed 
through the solution. This removes metal ions from the anodes and carries them to the object to be 
plated—the cathode—and deposits them in the form of a coating. 

42 Progress Report No. 36, supra, p. 65. The Department of Commerce conducted a very comprehen- 
Sive survey of the industry in 1956, from which it appeared that there were some 2,824 ants, but of these, 
only 2,430 reported in time for analysis. 
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group of 38 large plants, these 45 plants account for 68 percent of the 
total anodes in 1955. Thus, 57 percent of the plants took 1 percent 
of the anodes and 2 percent of the plants took 68 percent.’ 

In 1955, the job platers, who comprised 37 percent of all the platers; 
took 17 percent of total anodes; the captive platers, 55 percent of all 
the platers, took 82 percent of total anodes; and the electrotype 
platers, 8 percent of total platers, took 0.4 percent of all anodes.'# 
Approximately the same percentages holds true for combined receipts 
of anodes and salts." 

Also of significance is the share of nondefense market price and pre+ 
mium price diverted nickel received by the platers compared to the 
other major industrial groups. It appears ‘® that in 1955, the job 
platers received 3.1 percent of such nondefense nickel, compared to 
their average receipts of 3.6 percent for the years 1948 through 1950. 
The captive platers received 15.8 percent compared to their average 
of 15.6 percent. On the other hand, stainless and alloy steel plants 
received 42.1 percent compared to their average of 40 percent,.'” 
The nonferrous plants received 29.1 percent compared to their average 
of 32.7 percent;!* the foundries received 5.9 percent compared td 
their average of 5 percent; and all other groups received 4 percent 
compared to their average of 2.9 percent. 

Thus, in 1955 the job platers suffered a decline of almost 14 percent 
in their receipts of nondefense nickel (market price and premium 
price diverted) compared to their 1948-50 average,’ while the captive 
platers received an increase of some 1.3 percent.’ The 1956 figures 
are, however, more favorable. For in 1956 the platers received 20.1 
percent '! of the total nondefense nickel (market price and premium 
price diverted) as compared to 18.9 percent in 1955 and 19.2 percent 
for their 1948-50 average.’ 

Receipts of the platers are as follows: 


TABLE 7.—Estimated nickel receipts by sources, 1954-56 





| Pounds of anodes and nickel in salts Percent 


























Source ae pdenrehdrpdperaieningcian dain tala eine 
1954 1955 1956 1954 1955 1956 | 
Defense-rated market_............-.......| 2, 280,000 1, 774, 000 1, 796, 000 7.6 4.8 4. 
Nonrated market...._.__________._-_.___...| 238, 484,000 | 24, 255,000 | 23, 091, 000 78.7 65. 8 55. 
Diverted premium... .........-..- asi 0 | 1,582,000} 8,611,000 |......-. 4.3 20.8 
Other... ....2-...-222222 2.5... .-..-.-} 4008, 000 | 8,202, 000} 7, 955, 000 13.7 25.1 | 19.2 
Total__........--...-.---.-.--.----.| 29, 861, 000 | 36, 872,000 | 41,453,000 |} 100.0 | 100.0 100.0 





Source: Progress Report No. 36, supra, table 18, p. 73. Figures for 1956 supplied by BDSA on an ad, 
justed basis. 


43 Td., at p. 64. 

14 Td., at p. 65, 

“5 Td., at p. 65. 

46 Td., table 7, p. 34. ' 

47 If adjustments are made for inventory changes, the percentages for the steel plants become approxi- 
mately the same. Id., at p. 35. 

48 This shortfall in 1955 for the nonferrous plants is due primarily to the lessened take of nondefense nickel 
by Inco’s own rolling mill at Hungtington, W. Va., id., at p. 36. 

49 During the period of Korean N PA controls, the platers were hard hit for they received only 6.7 pews 
of nondéfense nickel in 1951, 9.7 percent in 1952 and 13.4 percent in 1953 (including the 2 months of decon- 
trols). Répt. 2826, supra, table 3, p. 29. 

18 The Senate’s Select Committee on Small Business has conducted an independent eet of the indus- 
try, although on a smaller scale than the Department of Commerce, on the basis of which it has published 
statistics (S. Rept. 2826, supra) which are somewhat at variances with Commeree’s figures. Thus, compare 
tables 2 and 3 in the committee’s report (pp. 28, 29) with tables 7 and 15, Progress Report No. 36, supra pp. 


3A, 72. 
ist According to advice from BDSA. 
is? Progress Report No. 36, supra, table 7, p. 34. 


96133—57——_6 
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It appears that while the plating industry kept getting increasingly 
larger tonnages of nickel from 1954 through 1956, the industry had 
to pay dearly for its increases. For in 1956, 40 percent of its total 
nickel received was at higher than market prices.'* This compares 
with 13.7 percent in 1954 and 29.4 percent in 1955. 

The plating industry did not participate heavily in defense busi- 
ness, for in the years 1954, 1955, and 1956 defense-rated orders 
accounted for only 7.6, 4.8, and 4.3 percent of the industry’s total 
nickel receipts, respectively (table 7, supra). On an overall basis for 
all industries, nickel consumption for defense during the period 
1954—56 averaged less than 7 percent for the plating industry com- 
pared to 39 percent for the steel and 45.6 percent for the nonferrous 
industries.“* The percentage of all defense business accounted for 
by the platers is even less if the year 1956, alone, is considered.'® 


B. THE SYSTEM OF DISTRIBUTION TO THE PLATERS 


Besides questions of the total platers’ share, a question has been 
raised of the distribution of that share to the individual users in the 
industry. Virtually all the nickel platers do not purchase nickel from 
the producers but from plating supply houses. There are 7 suppliers 
who purchase from the producers and distribute to the more than 
2,500 job and captive platers. Frequently, the supply houses process 
the primary nickel to the form necessary for plating use. 

The Department of Commerce has concluded after a detailed 
review that, in the main, the system of distribution has operated 
fairly end equitably for the major consuming groups other than the 
platers.'** However, it believes that certain policies and practices of 
the producers and supply houses have ‘‘resulted in inequities among 
groups of customers throughout the plating industry, and in prefer- 
ential treatment for some customers,” and that these practices “have 
been disadvantageous to the job-plater group m general and to the 
small plater in particular.” '*” 

One of the difficulties has been that the supply houses distributed 
to their customers on their NPA base. At the same time, the supply 
houses received nickel on the basis of either their 1948-50 average, 
or the last 3 months of NPA allocations. The platers’ base, therefore, 
may have been inflated compared to supplies, especially when the 
NPA small order allowance of 100 pounds a month is considered." 

A second factor pertains to cael tubers. In the nonplating field, 
Inco’s system allows small nickel users enough market-price nickel 
to satisfy their actual needs and requirements.™ The plating supply 
houses, though distributing to many small platers, were, however, 
treated by Inco as large users. No special allowance was earmarked 
for their small customers. And, the supply house, without the ad- 
ditional quantities of market-price nickel from Inco to take care of 
small customers, did not follow the practice of distributing to them 
according to genuine need. 

18 This includes premium price diverted nickel and nickel from ‘‘other’’ sources, this last consisting of 
imports, nickel] from scrap, and perhaps gray or black market nickel probably sold for even more than 
premium price diverted nickel. 

14 Progress Report No. 36, supra, table 4, p. 87. 

185 Ibid. 

1% Progress Report No. 36, supra, pp. 1 and 2, 28-32. 

187 Ja., at p. 2. See also id. at pp. 55-62. The Senate Select Committee on Small Business concluded 
that the electroplating industry has not been receiving an equitable share of the available supply of nen- 
defense nickel. Rept. 2826, 84th Cong., 2d sess., pp. 28-29. 


1588 Rept. 2826, supra, p. 28. 
18 Sec, III, supra, pp. 59-60. 
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Third, the plating suppliers often followed the practice of treating 
market-price nickel offered to their customers, but turned down, as 
bonus nickel to be distributed as they wished, instead of reoffering 
the nickel to other customers who received only a portion of their 
needs. 

Fourth, in many cases, the suppliers did not prorate premium- 
price nickel diverted to them in accordance with their customers’ 
entitlements, but treated it as bonus nickel for favored customers. 

Fifth, the supply houses’ practice of allocating nickel on a regional 
basis did not take into account plater mortality or changes in patterns 
by geographic areas. 

Other difficulties resulted from inadequate recordkeeping; the fact 
that some supply houses produce salts as well as anodes and hence 
restrict their customers’ option to take either anodes or salts; the 
failure to have any consistent policy on treatment of new platers; 
and the fact that some plating houses distribute to middlemen rather 
than to platers directly.’ 

To meet these problems, the Department of Commerce has sought 
to improve the distribution practices of Inco and the plating supply 
houses.'*' Each of the plating supply houses has promised to correct 
the deficiencies or inconsistencies which have stood in the way of 
equitable distribution. Thus, the companies have undertaken to 
modernize the base period for their plater customers, centering on 
1955 or 1955-56 as one element of the latter’s basic entitlements. 
Premium-price diverted nickel, as well as market-price nickel, will be 
distributed in this fashion. Any surplus resulting from underpur- 
chases is to be added to the amount for the following month’s dis- 
tribution. Most importantly for small platers, Inco, at the urging 
of BDSA, has agreed to make greater quantities of market-price 
nickel available to the supply houses. Thereby, like small nickel 
users in other industries, small platers should be able to get sufficient 
market-price nickel to meet their actual requirements. Record- 
keeping is to be improved and the practice of regional allocations 
terminated. Separate industry advisory committees, comprising the 
supply houses and the platers, have been established and they have 
met with BDSA in April and May of this year. Further efforts are 
to be made to deal with the problems of new customers, the option 
of anodes or salts, and patterns of subdistribution. 

Moreover, increased production, chiefly from Nicaro, and greater 
diversions from stockpile and DPA inventory, will make available 
some 43 millions of additional pounds of nickel in 1957 as compared 
to 1956.12 Assuming defense need remains constant, this increase 
will be available for civilian purposes. This improvement in the 
overall supply should materially aid the plating industry and alleviate 
the problems of the individual platers and groups of platers for whom 
the distribution system worked poorly in the past. 

One development important to platers is the availability of Nicaro 
nickel to the plating industry. Technical improvements permit use 
of Nicaro anodes by platers. During the present quarter of this year, 
some 3.6 million pounds of these anodes are being offered to the platers 

160 Progress Report No. 36, supra, pp. 55-60. 


161 Progress Report No. 37, Joint Committee on Defense Production, 85th Cong., Ist sess. 


162 Diversions totaled 76.8 million pounds in 1956, while they are expected to reach 115 to 120 million pounds 
in 1957. 
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to replace some 2.7 million pounds of premium-price diverted nickel. 
The platers will receive both a tonnage and a price advantage. Devel- 
opment of plating salts from Nicaro oxide is under study, a prospect 
of advantage to the plating industry. 

The improved position of the platers is demonstrated by the lesser 
volume of complaints received since the first of this year. Complaints 
to BDSA have been less than one a month, and the staff of the Senate 
Select Committee on Small Business advises that no complaints have 
been received for the past year. 

To ascertain the current status of this industry, the Antitrust Divi- 
sion staff conducted a spot check of job platers in the New York area 
This survey confirms that the position of the platers has improved 
considerably. Small platers—those using 100 pounds of nickel or 
less a month—are receiving market-price nickel to meet their actual 
requirements. Larger platers are able to fill their orders from market- 
price and premium-price diverted nickel, and the latter is being dis- 
tributed to them on the same basis as market-price nickel. They are 
now getting sufficient nickel to meet their entitlements, and their 
work can be scheduled with the knowledge that enough nickel will be 
forthcoming without resort to the gray or free market. They con- 
firmed the fact that prices in such markets have in consequence fallen 
very appreciably. 

The platers interviewed were much encouraged by the expected 
availability of Nicaro anodes at prices lower than premium-price 
anodes. However, some expressed apprehension that an upswing in 
the automotive industry might again result in tight supply. They 
were encouraged by establishment of the platers’ industry advisory 
committee to explore their problems with BDSA. In general, they 
believed that a genuine and so far successful effort was being made to 
give them a fair share of the nickel available for nondefense purposes. 


V. Competitive Factors 


This section discusses the competitive implications of the nickel 
expansion program. In 1950, two realities faced the defense author- 
ities: Nickel in vastly inereasing quantities would be needed for 
modern weapons and for civilian “needs, yet almost the whole of the 
free world’s productive capacity was controlled by one foreign com- 
pany. The overriding problem has been to secure a greater supply of 
nickel. However, concern for the competitive system requires that 
expansion avoid increasing or abetting the monopoly control of nickel, 
and that it make provision for the protection of the competitive status 
of the user industries. 

Considered on an overall basis, it seems reasonable to conclude that 
the nickel expansion program has made great strides toward realiza- 
tion of these objectives. The expansion of supply, particularly, has 
brought the hope of real competition in the production level of the 
industry. Efforts to distribute the critically short supplies, while not 
beyond criticism, have nevertheless achieved the preservation of the 
competitive status of the user industries against the day of a more 
normal and competitive supply situation. 

This section discusses the competitive implications, first, of the 
expansion of productive capacity ; second, of the distribution of nickel 
to the user industries; and, third, in summary form, the overall out- 
lines of the defense program. 
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A. EXPANSION OF SUPPLY 


The first reality faced in the defense nickel program was the need 
for additional supplies. In 1950, a total of only 200 million pounds 
was available to the United States. By 1956, expansion efforts had 
increased this to 290 million pounds, still not enough to supply the 
increased military and civilian requirements. By 1961, expansion 
already under way will produce approximately 450 million pounds, 
expected to be a sufficient supply. This expansion is the direct or 
indirect result of the nickel defense program, and by bringing supply 
into some parity with demand, the program makes a necessary contri- 
bution to maintenance of a competitive supply system. 

Moreover, expansion efforts have contributed greatly to the com- 
petitive goal of development of new ore sources and new technological 
processes. The dominant position in the technology of this industry 
held by the major producer, its ore supplies and its processes, to a 
large extent precluded dynamic exploration and process experimenta- 
tion before the emergency. Defense needs stimulated efforts at eco- 
nomic nickel recovery from sources long regarded as mere undeveloped 
potential. Defense expenditures have provided the necessary financing 
of such efforts. From this experimentation, there has involved a 
considerable new technology which may well be the greatest contri- 
bution to the development of a dynamic competition in this industry. 

Nor is this merely experimental technology. True, there has been 
a considerable contribution to the body of experimental knowledge 
resulting from the pure research financed by defense money. But, of 
more practical consequence to the stimulation of competition in nickel 
production, the defense efforts has stimulated actual operating expe- 
rience with new techniques. For example, Nicaro can now produce a 
wide range of nickel materials from the laterite ores at a profit within 
the existing price structure despite the remaining imperfections of its 
processes. This practical experience is, we believe, one of the most 
important contributions of the defense program to the creation of a 
competitive free enterprise system in nickel production. 

More directly, the defense effort has reshaped the basic structure 
of the production level of the industry. At the outset of the program, 
Inco controlled about 95 percent of United States nickel supply. At 
present, its share has decreased to about 66 percent and, with the 
presently planned expansion of the industry, its 1961 share may be 
less than 60 percent. That share, although declining, may still bea 
dominant one. 

Prior to 1950, aside from the World War II period, there was only 
one other producer of available United States supply, and that minor 
company operated at a serious economic disadvantage. Defense efforts 
have brought into production four new companies. One of these, 
Nicaro, the Government-owned plant, is now a reasonably profitable 
concern and the second largest nickel producer. National Lead has 
successfully solved technological problems and is engaging in pro- 
duction, although its capacity is small. Of the other two, the Sherritt 
Gorden development promises a real possibility of aggressive competi- 
tion even without the stimulation of defense needs, and the Hanna 
operation in Oregon, while more doubtful, offers at least the possibility 
of developing into an operation which can survive the end of defense 
subsidization. Of course, the large expansion of Falconbridge is a 
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significant contribution to possible competition. And the entry into 
production of rire Ae Sulphur in 1960-61 with very substantial 
tonnages should markedly aid competition. 

The results cannot be treated as merely an accidental byproduct of 
the defense effort. Review of the distribution pattern of expansion 
incentives demonstrates that efforts were made to foster new producers 
and to expand minor producers rather than the more facile expansion of 
‘apacity of the principal firm in the field. Thus, of the total of 
$661.9 million in gross nickel transactions under the Defense Produc- 
tion Act, over $571 million involved companies other than Inco.'® 
In view of the overwhelming necessity of increasing the nickel supply 
for defense purposes, the relatively small share w hich Ineo received 
demonstrates the attempt to shape the industry more nearly to the 
normal competitive pattern. 

The denial of the Inco request for defense assistance in development 
of its new northern Manitoba properties at Moak Lake Illustrates the 
effect of the defense expansion efforts. For not only was Inco denied 
the defense aid sought, but it proceeded thereafter to undertake the 
vast new development slone, perhaps, among other reasons, to main- 
tain its share of production in the face of other producers’ expansion. 


B. DISTRIBUTION OF NICKEL 


In the face of the critically short supplies available since 1950, and 
the Inco control of the supply level, the only feasible Government 
course was to seek to preserve the competitive status of the user 
industries, pending a more normal supply situation. To a large ex- 
tent, this objective has been achieved. 


1. The Inco entitlement system 


Necessarily, through its control of Nicaro nickel and that produced 
under premium price and stockpile contracts, the Government is 
directly involved in the distribution of nickel to the user industries. 
Tonnagewise, these two sources now about equal the quantity of Inco 
market price nickel available for civilian use. The distribution of this 
Government share of civilian supply is carefully related to the Inco 
system of distribution. Indeed, this system has been described by the 
Department of Commerce as a “joint Government-industry effort to 
achieve a fair distribution” of market price and diverted nickel in the 
civilian market,'* and by the Senate Armed Services subcommittee 
as a ‘“‘partnership of control” over nickel supplies between Inco and 
the Government.'® 

Competitive issues this entitlement system raises must be evaluated 
in terms of the special circumstances here applicable." Even with- 
out any governmental action to strengthen its position, Inco clearly 
possesses control over a large share of the nickel supply. It has the 
sources of information, the financial and technological resources, and 
above all the preponderance of production which enables it to set 
the pattern of distribution and to control the price. And it might be 


163 See sec. II, supra. 

14 Progress Report No. 36, supra, p. 28. 

165 Eleventh Report, supra, p. 22. 

166 As the Department of Commerce has noted, ‘‘In view of the very special circumstances surrounding the 
nickel situation, * * * it is obvious that the Government’s interest in and its actions with respect to the 
distribution of nickel do not constitute any precedent for similar actions in other fields where the supply 
of materials is inadequate to meet current demands.’”’ Progress Report No. 36, supra, p. 4, 
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that Inco could have escaped the impact of United States emergency 
price controls which do not accord with its business judgments. 

Distribution of nickel by Inco, if left wholly to its traditional pattern 
of distribution, would probably vary substantially from the distri- 
bution pattern established under its Government commitment to 
distribute fairly and equitably. Traditionally, Inco as a supplier 
has favored those concerns promising development of new, substantial 
nickel uses, and which offer a stable market for large tonnages. Under 
the basic entitlements system now followed, however, Inco has bound 
itself to accord individual users an equitable share of the total without 
regard to their potentiality as future Inco customers. 

In the main, Inco has fulfilled its commitment to distribute equi- 
tably. From 1950 until the present, nickel has been in such short 
supply that even high-price nickel has found a ready market. In this 
circumstance, nevertheless, Inco has received almost all of the defense 
nickel orders and, under the controls still applicable, has filled these 
orders preferentially. Moreover, these orders have been filled at 
market prices substantially below the premium prices consumers were 
willing to pay in view of the shortage, However, it is to be noted 
that even the lower market price is the price Inco itself establishes 
and that price has been raised more than 20 percent since Inco’s 
letter of August 20, 1953, to the Secretary of Commerce. 

The Inco System of distribution, nowever, might have been rendered 
ineffective unless the distribution of Government nickel followed 
largely the same principles. For, if the latter had been distributed on 
any radically different basis, individual industries or users might well 
receive substantially more than an equitable share, and Inco would 
have grounds to believe it was no longer necessary to fulfill its com- 
mitments. 

Nor would direct governmental allocation controls over civilian 
nickel use increase the overall availability of nickel or significantly 
improve the basic distribution pattern. Such controls would un- 
doubtedly entail prohibition or restriction of civilian uses, as they did 
during the Korean period, with the consequent hardship to certain 
industries and to users within those industries. Moreover, govern- 
mental controls hardly could be said to foster the competitive ideal, 
and their traditional inflexibility prevents necessary experimentation 
and change within industry. And, from an antitrust point of view, 
it is to be noted that the existence of United States allocation controls 
would do little to mitigate the dominance of Inco over nickel supplies, 
In any event, any such controls would use much the same base periods 
and criteria employed in the present system, and it cannot be stated 
that the distribution achieved would be more equitable than the cur- 
rent pattern. 

Difficult as it is to assess accurately, the distribution system seems, 
in the main, to have preserved the competitive status of nickel users. 
And it is apparent that the Government could not totally remove 
itself from participation in the system after Korea, in view of con- 
tinued defense needs and the share of total supply coming to the 
stockpile and DPA inventory. 

Under these circumstances, the Government’s overall policy with 
respect to the Inco entitlement system seems to represent an acceptable 
compromise between the undesirable alternatives of inflexible alloca- 
tion controls and total elimination of Government policy as a factor 
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in nickel distribution. By its participation in the Inco system of 
entitlements governing distribution, the Department of Commerce 
has been placed in a position to insure the fairness and equitability of 
that system, and thereby to influence the exercise by Inco of the full 
extent of control it holds. The recognition of the existence of that 
power did not create it. At least, the fairness of the distribution 
system has preserved the relative status of the user industries against 
the day when nickel production assumes a more competitive aspect. 


2. The nickel-plating industry 


The functioning of the entitlement system with respect to the 
plating industry presents an unusual opportunity to appraise that 
system. Necessarily, the conditions of this industry are unique 
among the nickel user industries, in that supply is channeled through 
the supply houses rather than directly from producers to user. The 
entitlements system, moreover, failed to provide the platers, par- 
ticularly the smaller platers, with an equitable share of the total 
civilian nickel available where, apparently, it did provide other 
industries with a fair division of the total. 

The particular reasons for the failure of the system included both 
the failure to allocate enough supply to the industry and a combina- 
tion of individual failures by the supply houses to distribute fairly 
among their own customers. The correction of the supply basis and 
the distribution practices of the individual supply houses has now 
apparently ended the inequity. 

However, this malfunctioning of the entitlements system points up 
the continuing need for careful watch by the Government agencies 
concerned with the operations of that system. It seems apparent 
that Inco was indifferent to the plain possibilities of inequity which 
resulted from its classification of the supply houses as users rather 
than their obvious position as distributors. This was compounded 
by supply-house practices for which Inco was not responsible. But 
Inco did not apply to the plating industry the special allowance for 
small users which applied in all other industries. This condition 
continued because BDSA held to a too limited view, both of its 
necessary objective in relation to the distribution system and of its 
power to achieve that objective. 

As we have noted, free competition cannot yet be relied on com- 
pletely to perform its regulatory function in this industry. The 
Government must, therefore, consciously consider means in addition 


to antitrust to insure that the competitive status of the various user 
industries is preserved. 


C. SUMMARY CONCLUSIONS 


From an antitrust point of view, the total effects of the defense 
expansion of nickel supply have resulted in significant contributions 
to the creation of truly competitive status in this industry. Prac- 
tically unique factors here limit antitrust’s ability to insure that 
pattern of competitive free enterprise which the antitrust laws were 
enacted to preserve. As a result of the new dynamics of experimenta- 
tion and development and the actual launching of new production 
efforts during the period of defense expansion, the future may well 
promise increasing competition with a resulting decline in Inco’s 
present control over nickel supply. 
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Pending the achievement of that goal, this Government is, as a 
practical matter, obliged to participate in nickel industry affairs. It 
should shape its course so that its participation is more effective to 
preserve the status of the user industries, both in relation to each 
other and in relation to the status of individual units within each 
such industry. 

Accordingly, it is recommended that the defense agencies, with the 
assistance of this Department, should continue a careful inspection 
of the operations of the entitlements system to insure that (1) no 
producer gains an undue advantage from its operation, (2) the legiti- 
mate needs of small users are met, and (3) the system is ended as 
soon as availability of adequate supplies permits. 


PART Il. VOLUNTARY AGREEMENTS AND PROGRAMS 
UNDER THE DEFENSE PRODUCTION ACT 


The 1955 amendments to the Defense Production Act of 1950 
require continuous review by the Attorney General under that act 
shall include studies of the voluntary agreements and programs 
authorized by section 708 of the act. This part reports the current 
status of those still outstanding. 

There are at the present time 20 such agreements outstanding. Of 
that total, 15 are currently active. The Department of the Army 
has cognizance of 13 active integration committees and 4 inactive 
ones. Another integration committee, the 3.5-inch Rocket 
Committee, is not included in these figures for the reason that, 
although not yet formally terminated, it has been deactivated by the 
Ordnance Ammunition Command. On the other hand, the Air 
Force B-47 Production Committee has been formally terminated and 
hence is not included among the outstanding agreements. The 
remaining three miscellaneous agreements are under the sponsorship 
of the Department of the Interior, the United States Information 
Agency, and the Maritime Administration, respectively. Of these 3, 
only the first 2 are active at the present time. 


A. FOREIGN PETROLEUM SUPPLY AGREEMENT 


In my last report, dated May 9, 1957, I reviewed the contributions 
made by the Foreign Petroleum Supply Committee toward the 
amelioration of the shortages of petroleum and petroleum products 
in Western Europe brought on by the Suez Canal closure and the 
damage to Middle Eastern pipelines. It will be recalled that the 
emergency phases of the Foreign Petroleum Supply Agreement were 
employed in drafting a plan of action, executed by the participants 
with the aim of rerouting and diverting the petroleum supplies to 
meet the essential petroleum needs of the free world. Created by the 
plan of action was the Middle East Emergency Committee (MEEC), 
composed of United States oil companies operating abroad. MEEC, 
under the supervision of the Department of the Interior, promulzated 
schedules, as set forth in my February 9, 1957, report, designed to 
reroute and divert the available supplies of petroleum in order to 
make the most efficient use of the existing means of transportation. 

The schedules were suspended prior to my last report. MEEC has 
been continued with its activities reduced to the gathering of facts 
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respecting supply and demand of petroleum supplies in foreign areas, 
particularly Western Europe, and liaison with the Organization for 
European Economic Cooperation (OEEC) and its oil industry advisory 
group (OPEG). 

By June 29, 1957, it had become apparent that petroleum supplies 
for the Eastern Hemisphere west of Suez had for all practical purposes 
returned to normal. Accordingly, on that date, Secretary of the 
Interior Seaton wrote Mr. S. P. Coleman, Chairman of MEEC, that 
there would be no further meetings of MEEC or its subcommittees. 
In order to permit an orderly dissolution of MEEC and the compila- 
tion of various data and records needed by the Director of the Foreign 
Petroleum Supply Committee in connection with a final report of the 
MEEC activities, he continued the plan of action only on a temporary 
basis. The letter further stated that, barring unforeseen develop- 
ments, the plan of action would terminate and the MEEC cease to 
exist on July 31, 1957. This letter is set forth in full in the appendix. 

I have been advised that the termination of the plan of action, and 
the committees and subcommittees formed thereunder, has now been 
effected and publication of that fact will shortly appear in the Federal 
Register. I have also been informed that OPEG has been disbanded. 

With the termination of the plan of action, the basic foreign 
petroleum supply agreement, as amended, remains unless found to 
be no longer a defense necessity. Therefore, in accordance with the 
duty assigned me by the 1955 amendments to the Defense Production 
Act to continuously weigh the anticompetitive aspects of the voluntary 
agreements and programs against their defense necessity, J requested 
both the Director of the Office of Defense Mobilization and the 
Secretary of the Interior, on July 12, 1957, to reassess the defense 
necessity for the foreign petroleum supply agreement. Both of 
these officials, as well as the Assistant Secretary of Defense, have 
reiterated their belief in the importance of work accomplished under 
this agreement and the defense necessity for its continuance. All 
have emphasized the importance of the continuous function of collect- 
ing data on foreign petroleum operations, as well as the necessity for 
maintaining the emergency functions of preparing possible future 
plans of action, subject to my approval, upon the occurrence of a 
crisis threatening the petroleum supplies of the free world. The 
letters from these officials are set forth in an appendix. 

I have reviewed the aims and accomplishments of the foreign 
petroleum supply agreement against the history of half a century ‘of 
antitrust investigation and litigation i in the petroleum industry, and 
I have concluded that the antitrust potentialities of the agreement are 
outweighed by the public interest to be served by the continuation of 
the agreement. It must be remembered that, with the elimination 
of the plan of action and MEEC, the task of assisting the Government 
in assembling current information on foreign petroleum operations, 
information essential to the strategic and logistic planning of the 
Department of Defense as well as to the mobilization planning of the 
civilian economy, will revert to the parent Foreign Petroleum Supply 
Committee. 

That committee will operate under the voluntary agreement as 
amended last year to incorporate various antitrust safeguards and 
reported in detail in my supplemental report of February 20, 1956. 
These safeguards include the requirement that all committee and sub- 
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committee meetings be held under the chairmanship of full-time 
salaried Government employees. The amended avcreement also 
provides that only the chairman, the subcommittee chairmen and a 
staff of Government employees, rather than the committee members, 
shall collate and evaluate the information obtained from the individual 
members, and that such individual company information shall not be 
communicated to any of the competing petroleum companies. 

The assembling and training of the Government staff was inter- 
rupted by the Suez crisis. It was felt that during that emergency the 
necessity for speedy action dictated the use of the trained and experi- 
enced industry staff which had been employed by the committee. 
The interrupted recruitment of the Government’s administrative 
staff to aid the committee is now being renewed. When that staff has 
been assembled and trained, its existence will, in the event of a future 
emergency, also constitute an important antitrust safeguard in fact 
gathering activities of the ¥arious committees formed under any 
future plan of action. 


B. ARMY INTEGRATION COMMITTEES 


There are five active integration committees administered by the 
Ordnance Ammunition Command. They are (1) Ammunition 
Loading, (2) Propellants and Explosives, (3) Small Arms Ammuni- 
tion, (4) Conventional Artillery and Mortar Shell, and (5) Fin Stabi- 
lized Artillery Ammunition. The first three have engaged in consider- 
able and varied activity during the reporting period. Among the 
subjects discussed by members attending meetings of one or another 
of these committees have been inspection; maintenance of high speci- 
fication and quality standards; adequate physical security at minimum 
expense; new developments and applications; standardization of pro- 
duction in Government-owned plants; visual aids for unskilled per- 
sonnel; mortality of machinery spare parts; and, the location, 
preservation, and storage of special tools, dies, jigs, and fixtures of 
utility in the event of increased production. The remaining two 
active ammunition committees, although they have not met during 
the reporting period, have tentatively scheduled meetings during the 
third quarter of 1957. 

Four ordnance ammunition integration committees have neither 
held meetings nor scheduled meetings for the foreseeable future. 
They are the Burster Casings, Cartridge Cases, Artillery Mechanical 
Time Fuzes and Military Pyrotechnics Committees. As reported in 
my May 9 report, agreement on a staff level has been reached as to an 
amendment permitting these four integration committees to be placed 
on a standby basis. A formal request to the Director of the Office of 
Defense Mobilization from the Department of the Army for such 
an amendment had not as of this writing been received. I am informed 
that such a request will be immediately forthcoming. 

The Ordnance Tank-Automotive Command has supervision over 
six integration committees, each of which has met at least once dur- 
ing 1957. They are: (1) Cast Armor for Track Laying Vehicles, (2) 
Light and Medium Tactical Trucks, (3) Tracks for Track Laying Ve- 
hicles, (4) Light Gun Tank and Allied Combat Vehicles, (5) Medium 
and Heavy Gun Tanks and Allied Combat Vehicles, and (6) Heavy 
Tactical Trucks. The first three of these have met during the report- 
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ing period. The second two were scheduled to meet immediately 
prior to the publication date of this report, and the last, although not 
active during the reporting period, had been quite active during the 
previous reporting period. 

The meetings held so far this year have been of great assistance to 
the Tank-Automotive Command. The members of the committees 
have contributed to the Ordnance-industry mutual support necessary 
for intelligent planning in connection with the procurement responsi- 
bilities of the Tank-Automotive Command. They have assisted also 
in the analysis of engineering and production planning and in evaluat- 
ing related changes in procurement problems. 

The membership of two of these Ordnance tank-automotive com- 
mittees has been augmented during the reporting period. Invita- 
tions to participate in the Heavy Tactical Truck Committee have 
been accepted by the White Motor Co. and Ward La France Truck 
Corp. (22 F. R. 3268). Likewise, invitations for membership in the 
Committee on Tracks and Track Laying Vehicles have been accepted 
by the General Tire & Rubber Co. and the Douglas Division of Kings- 
ton Products Corp. (22 F. R. 5988). 

The members of the Transportation Corps’ Army Aircraft and 
Maintenance Committee have continued to work individually on 
projects assigned at earlier meetings and have held no meetings dur- 
ing the report period. The Signal Corps’ Critical Quartz Crystal 
Committee has held no meetings during the report period. Technical 
information has, however, been distributed among the members and a 
meeting has been scheduled for this fall. 

Based upon the information received from the Department of the 
Army, it is my opinion that the contributions of all of these com- 
mittees to the national defense and the mobilization reserve continue 
to be substantial, in the public interest, and outweigh their possible 
anticompetitive effects. 


Cc. AIR FORCE PRODUCTION COMMITTEE 


The B-47 Production Committee, sponsored by the Air Force for 

urpose of coordinating the production of the B-47 6-engined jet 
»omber by 3 different prime contractors, Boeing Airplane Co., Lock- 
heed Aircraft Corp., and Douglas Aircraft Co., Inc., had, as of May 
31, 1957, completed its mission. It was deactivated by the Air Force 
on that date, and the requests to participate sent to the participants 
have been withdrawn by the Director of the Office of Defense Mobili- 
zation. Publication of the withdrawal in the Federal Register was 
effected on August 2, 1957 (22 F. R. 6134). 


D. CONTRIBUTION OF TANKER CAPACITY 


This agreement administered by the Maritime Administration con- 
tinues in an inactive status. No occasion has arisen since the last 
report to require that the tanker capacity available to the Military 
Sea Transportation Service on the open market be augmented. 
Hence, no meetings of the committee under this agreement have been 
held during the reporting period, and thus its present anticompetitive 
effects are negligible. 
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E. USIA CLASSIFIED AGREEMENT 


As in previous reports, the information which may be published 
respecting this agreement is severely limited by security regulations. 
It can be said that the United States Information Agency remains 
enthusiastic about the benefits derived from its operation. In my 
opinion, the accomplishments of this agreement in the pubic interest 
clearly outweigh any anticompetitive aspects thereof. 

Respectfully submitted. 


Wiuuiam P. Rogers, 
Acting Attorney General. 
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DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 


Washington, D. C., June 29, 1957. 
Mr. S. P. CoLEemMAN, 


Chairman, Middle East Emergency Committee, 
New York, N. Y. 

Dear Mr. CotemMANn: The latest estimates of the Supply and Distribution Sub- 
committee of the Middle East Emergency Committee indicate, for all practical 
purposes, that petroleum supplies for the Eastern Hemisphere west of Suez will 
return during June to the normal flow that existed prior to the Middle East 
petroleum transport stoppage in November 1956. The estimates also show a 
volume of supplies adequate to meet the normal petroleum requirements of the 
areas, including the usual seasonal stockbuilding. 

Under these circumstances, there appears to be no reason for further meetings 
of the Middle East Emergency Committee or its subcommittees, and none will be 
called. Likewise, it is not necessary for the Middle East Emergency Committee 
to submit to the Government further reports or statistics concerning foreign 
petroleum operations pursuant to outstanding requests. 

To permit the staff of the Middle East Emergency Committee to wind up its 
affairs in an orderly fashion and to assist in the compilation of various data and 
records needed by the Director of the voluntary agreement in connection with his 
final report, it is desirable to retain the plan of action temporarily, even though 
the Committee and its subcommittees are inactive. 

Accordingly, as Administrator of the Voluntary Agreement Relating to Foreign 
Petroleum Supply, as amended May 8, 1956, and in accordance with section 12 
of the plan of action, as amended December 3, 1956, I declare that, barring unfore- 
seen developments adversely affecting the Nation’s defense mobilization interests 
or program, the plan of action shall terminate, and the Middle East Emergency 
Committee and its subcommittees shall cease to exist, on July 31, 1957. This 
action does not, of course, affect the Voluntary Agreement Relating to Foreign 
Petroleum Supply, as amended May 8, 1956. 

All who participated in the activities of the Middle East Emergency Committee 
have earned the gratitude of the Government for giving so freely of their energy, 
time, and skill in meeting successfully an emergency which affected our defense 
interests. The Director of the Office of Defense Mobilization joins me and my 
colleagues in the Department of the Interior in thanking you for your able assist- 
ance in this important activity. 

Sincerely yours, 
FrEp A. SEATON, 
Secretary of the Interior. 





DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 


Washington, D. C., August 1, 1957. 
Hon. Herspert BROWNELL, Jr., 


Attorney General, Department of Justice, 
Washington, D. C. 

Dear Mr. AtroRNEY GENERAL: Your letter of July 12 requested that we sur- 
vey “promptly” the outstanding Foreign Petroleum Supply Voluntary Agree- 
ment, as amended May 8, 1956, for the purpose of assessing the continued need 
for the agreement. 

In the absence of any other mechanism to carry out a program to meet emer- 
gency conditions seriously affecting the free world’s petroleum supply, I believe 
the continuation of the Voluntary Agreement Relating to Foreign Petroleum 
Supply as amended May 8, 1966, is both necessary and desirable. 
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We shall continue to review the existing situation relating to the operation of 
this agreement and may from time to time suggest modifications thereto as future 
conditions may warrant. 

At the present time, however, I am of the opinion that there is a need for 
continuing this agreement. 

I trust that your survey of the Voluntary Agreement Relating to Foreign 
Petroleum Supply, as amended May 8, 1956, will convince you, as it has me, of 
the importance of continuing this voluntary agreement in effect. 

Sincerely yours, 
Frep A. Seaton, Secretary of the Interior. 





AssISTANT SECRETARY OF DEFENSE, 
Washington, D. C., August 2, 1957. 
The Honorable the Szecrerary oF THE INTERIOR. 


Dear Mr. Secretary: On several occasions in the past 4 years the cat 
ment of Defense has recommended to both the Director of the Office of Defense 
Mobilization and the Secretary of the Interior the continuation of the Voluntary 
Agreement Relating to Foreign Petroleum Supply. In addition, on November 
30, 1956, the Deputy Secretary of Defense recommended to the Director of the 
Office of Defense Mobilization the activation of the Middle East Emergency 
Committee to carry out the standby provisions of the voluntary agreement. 

Even though the Middle East petroleum crisis has ended, there is a continuing 
need for the voluntary agreement and the Foreign Petroleum Supply Commit- 
tee. The Foreign Petroleum Supply Committee has rendered an invaluable 
service to the Military Petroleum Advisory Board and the Department of Defense 
in the preparation and development of worldwide supply and demand studies. 
At the present time the Military Petroleum Advisory Board is undertaking the 
development of a new worldwide supply and demand study based on the latest 
strategic assumptions developed by the Joint Chiefs of Staff. It is essential to 
the Department of Defense that the most up-to-date information is available for 
this study, now in the early stages of development. In addition to the world- 
wide supply and demand study presently under consideration, other information 
vital to the mobilization planning of the Government agencies concerned is also 
developed by the Foreign Petroleum Supply Committee. 

For the above reasons it is recommended that every effort be made to con- 
tinue the voluntary agreement and the Foreign Petroleum Supply Committee 
operating thereunder. 

Sincerely yours, 
Perkins McGutreg, 
Assistant Secretary of Defense (Supply and Logistics). 





EXECUTIVE OFFICE OF THE PRESIDENT, 
OrFricE oF DEFENSE MOBILIZATION, 
OFFICE OF THE DIRECTOR, 
Washington, D. C., August 1, 1957. 
Hon. Hersert BROWNELL, Jr., 
Attorney General of the United States, 
Washington, D. C. 


Dear Mr. AtrrorNey GENERAL: This will reply to your letter of July 12, 
1957, in which you requested a current assessment of the need for continuing the 
Voluntary Agreement Relating to Foreign Petroleum Supply, as amended May 9, 
1956. It is my understanding that the Secretary of the Interior and the Secretary 
of Defense will communicate directly with you concerning the interests of their 
departments in the agreement. 

As you know, there are two elements of the voluntary agreement which are of 
great importance to the national defense. The first is the standby mechanism 
for a coordinated operation in time of emergency to meet the adverse effects upon 
our defense mobilization of a shortage of overseas supplies of petroleum. ‘The 
plan of action developed under that provision of the agreement to meet the 
problems created by the Suez crisis has just expired and the successful operation 
of the plan is fresh in our minds. As indicated in earlier correspondence, we 
know of no other way in which the needs of that crisis could have been met so 
effectively. With world conditions likely to remain in an unsettled state, other 
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emergencies affecting the availability of oil to the nations of the free world could 
occur at any time and it is important, of course, that we be equipped to act imme- 
diately to meet them. Continuation of the agreement is. essential to that end. 

The second important element is that which authorizes the gathering of current 
information on foreign petroleum operations. This continuing function provides 
the accurate, comprehensive, and timely petroleum intelligence essential to the 
strategic and logistical planning of the Armed Forces and to the mobilization 
preparedness of the supporting civilian economy. In the event that another 
emergency should again require a plan of action under the agreement the avail- 
ability of current and accurate information would be necessary to prompt action 
under the plan. There appears to be no adequate substitute for this method of 
gathering the necessary information. 

It is therefore my belief that the functions authorized by the agreement are of 
continuing importance to the national defense and that with the procedural safe- 
guards added by the amendments of May 9, 1956, those benefits of the agreement 
to the national defense outweigh any adverse effects which it may ‘have upon the 
competitive free enterprise system. 

Sincerely yours, 
Gorpon Gray, Director. 





OFFICE OF DEFENSE MOBILIZATION 
[ODM (DPA) Request No. 53A—DPAV-56 (a-2)] 


WITHDRAWAL OF Request To PARTICIPATE IN THE AMENDED PLAN oF ACTION 
UnpberR VoLUNTARY AGREEMENT RELATING TO ForREIGN PeTRoLEUM SuPpPLy 


Pursuant to section 708 of the Defense Production Act of 1950, as amended, 
the request published in 21 F. R. 10262, December 20, 1956, to participate in the 
Plan of Action Under Voluntary Agreement Relating to Foreign Petroleum 
Supply, dated August 10, 1956, as amended December 3, 1956, transmitted to 
and accepted by those companies listed in 21 F. R. 10262 and in 22 F. R. 1162, 
February 27, 1957, is hereby withdrawn. 

The immunity from prosecution under the Federal antitrust laws and the Fed- 
eral Trade Commission Act heretofore granted to those companies was terminated 
July 31, 1957, except as to those acts performed or omitted by reason of the request 
which occurred on or before July 31, 1957, as a result of the termination of the 
Plan of Action by the Secretary of the Interior, as Administrator of the Plan, in 
accordance with the provisions of section 12 of that plan. 

(Sec. 708, 64 Stat. 818, as amended; 50 U. S. C. App. Sup. 2158; Executive Order 10480, August 14, 1953, 
18 F. R. 4939) 

Dated: August 16, 1957. 

Gorpon Gray, 
Director. 
[F. R. Doc. 57-6872; Filed, Aug. 20, 1957; 8:51 a. m.] 


(22 Fed. Reg. 6729, Wed., Aug. 21, 1957) 
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REPORT TO THE SECRETARY OF THE INTERIOR FROM THE 
DIRECTOR OF THE VOLUNTARY AGREEMENT RELATING 
TO FOREIGN PETROLEUM. SUPPLY 


JUNE 30, 1957. 
Hon. Frep A. SEATON, 


Secretary of the Interior, 
Washington, D. C. 

My Dear Mr. Secretary: This is a report, submitted through the 
Director, Office of Oil and Gas, and the Assistant Secretary, Mineral 
Resources, from the Director of the Voluntary Agreement Relating 
to Foreign Petroleum Supply, as amended May 8, 1956, to the Secre- 
tary of the Interior as Administrator of the voluntary agreement. It 
covers the activities of the Foreign Petroleum Supply Committee 
under the voluntary agreement and the activities of the Middle East 
Emergency Committee and its subcommittees under the plan of 
action promulgated pursuant to the voluntary agreement, during the 
period from April 1, 1956, through June 30, 1957. 

The report is designed, primarily, to give a comprehensive account 
of the background and adoption of the plan of action to deal with the 
Middle East petroleum emergency culminating in the closures of the 
Suez Canal and certain Middle East pipelines, “the establishment and 
organization of the Middle East Emergency Committee and its sub- 
committees, and the activities of these committees and the partici- 
pating companies involved in meeting this petroleum emergency, 
under the supervision of Government, in aid of the defense mobilization 
efforts of the United States. 

An integral part of this report are 11 supporting appendices, 
lettered A to K, which contain copies of the minutes of all committee 
and subcommittee meetings, reports rendered by the committees, the 
implementing schedules approved and issued, and pertinent mis- 
cellaneous documents, papers, and tabulations. 


VoLUNTARY AGREEMENT 


Under date of March 31, 1956, the Director of the voluntary agree- 
ment rendered a report to the Secretary of the Interior summarizing 
the activities of the Foreign Petroleum Supply Committee and its 
subcommittees under the Voluntary Agreement Relating to Foreign 
Petroleum Supply, as amended April 15, 1954, during the period from 
July 31, 1955, through March 31, 1956. 

In the above report it was stated that the Attorney General, pur- 
suant to the provisions of the Defense Production Act as eatieninl We 
the 84th Congress, found that the continuance of the canis 
agreement was essential-to~tational defense but that certain amend- 
ments were required to minimize what he considered to be its anti- 
competitive potentialities,' 

! A more complete description of these amendments will be found in the report of March 31, 1956, and its 


appendix A. See also the Supplemental Report of the Attorney General, dated February 20, 1956, to the 
President and the Congress pursuant to sec. 708 (e) of the Defense Production Act of 1950, as amended. 
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Accordingly, on May 8, 1956, the voluntary agreement of April 15, 
1954, was amended to comply with the Attorney General’s require- 
ments and, as so amended, has been in effect throughout the period 
covered by thia report.’ All of the companies participating in the 
prior agreement became partic ips ants in the newly amended voluntary 
agreement and were appointed members of the Foreign Petroleum 
Supply Committee thereunder? 

As provided in the voluntary agreement, all activities of the Foreign 
Petroleum Supply Committee and its subcommittees are under the 
supervision and direction of two officials of Government, the Adminis- 
trator and the Director. The Administrator is the Sec retary of the 
Interior or the Assistant Secretary, Mineral Resources. The Director 
is such person in the Office of Oil and Gas, Department of the Interior, 
as the Administrator designates. Two Secretaries of the Interior 
and one such Assistant Secretary have acted as Administrator during 
the period of this report.* Two officials of the Office of Oil and Gas 
have served as Director of the voluntary agreement during the period 
covered by this report.’ 

One of the amendments, adopted May 8, 1956, requires that all 
Chairmen of the Foreign Petroleum Supply Committee and its sub- 
committees be full-time employees of Government. On July 26, 1956, 
Mr. Hugh A. Stewart, Director, Office of Oil and Gas, was appointed 
by the Administrator as Chairman of the Foreign Petroleum Supply 
Committee and has served in that capacity throughout the period, 
No subcommittees, and consequently, no chairmen thereof, have been 
appointed. 

Throughout the period, the activities under the voluntary agree- 
ment, apart from the plan of action, have been confined to two meet- 
ings of the Foreign Petroleum Supply Committee. At the first 
meeting, held in New York on August 7, 1956, a plan of action for 
dealing with the Middle East petroleum emergency was prepared, at 
the request of the Government, by the Foreign ‘Petroleum Supply 
Committee and submitted to the Administrator for consideration, 
This will be described in detail in sections of this report to follow. 
The second meeting, held in Washington on August 13, 1956, was in 
the nature of a special meeting at which.the members were addressed 
by Government officials, including the Secretary of State, on matters 
pertaining to the Middle East situation. 

Other than the above-mentioned meetings. there have been no 
activities of the Foreign Petroleum Supply Committee under the 
voluntary agreement throughout the period. In effect, the Com- 
mittee has been on a standby basis. 





2 A copy of the voluntary agreement, as amended May 8, 1956, will be found in appendix K of this report” 

3 The original participants and members were: Arabian American Oil Co., Caltex Oil Products Co., 
Creole Petroleum Corp., Getty Oil Co., Gulf Oil Corp., Sinclair Oil Corp., Socony Mobil Oil Co., Ine., 
Standard Oil Company of California, Standard Oil Co. (New Jersey), Standard-Vac’um Oil Co., the 
Superior Oil Co., the Texas Co., and Venezuelan Petroleum Co. After the promulgation of the plan of 
action, hereafter described, the following companies were added: American Independent Oil Co., Cities 
Service Co., the Frontier Refining Co., and Tidewater Oil Co, A list of the representatives of these com- 
panies will be found in appendix K. 

4 Hon. Douglas McKay, Secretary of the Interior, was the Administrator from April 1 to April 15, 1956. 
Hon. Fred A. Seaton, Secretary of the Interior, has been Administrator siace June 9, 1956. Hon. Felix 
E. Wormser, Assistant Secretary, Mineral Resources; was the Administrator from the beginning until his 
resignation as Assistant Secretary on June 15, 1957. 

5 Mr. Frederick S. Lott was Director from July 26 to September 11, 1956. He was succeeded on the latter 
date by Mr. Ralph S. Fowler, the current Director. 

6 Copies of the minutes of these meetings will be found in appendix A. 
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Puan or AcTIONn 


Section 6 of the voluntary agreement, provides that, whenever the 
Administrator determines that an emergency exists outside the United 
States which requires action designed to prevent, eliminate, or alleviate 
shortages of petroleum supplies which threaten to adversely affect the 
defense mobilization interests or programs of the United States, the 
Director’ shall, after notification to the Attorney General, request 
the Foreign Petroleum Supply Committee to prepare and recommend 
to the Administrator one or more plans of action to meet the emer- 

ency. It is required that each such plan shall describe the manner 
in which the problems involved shall be solved, the companies which 
will participate, the geographic areas affected, the nature of the action 
to be taken and other material facts necessary for the Administrator’s 
consideration of the plan. If the Administrator approves the plan, 
he must then submit it to the appropriate Government agencies as 
provided in section 708 of the Defense Production Act of 1950, as 
amended. 

It was in accordance with the above procedure that the plan of 
action, in effect throughout the period of this report to offset the 
Middle East petroleum emergency of 1956/1957, was prepared and 
approved, 


Supply movements to Western Europe, north and western Africa prior 
to Middle East petroleum emergency 

Prior to the closing, in the fall of 1956, of the Suez Canal and the 
disruption of Middle East pipelines from Iraq to the Mediterranean, 
normal movements of petroleum from the Middle East and the Far 
East to the Eastern Hemisphere west of Suez through the Suez Canal 
and the Middle East pipelines amounted to approximately 2,165,000 
barrels per day. About two-thirds of this, 1,478,000 barrels per day 
(of which 50,000 barrels per day came from the Far East), moved 
through the canal, and the balance, 687,000 barrels per day, moved 
through the pipelines. This is approximately 67 percent of the total 
requirements of 3,250,000 barrels per day for those areas, the balance 
of which, some 1,085,000 barrels per day or approximately 33 percent, 
being supplied from areas other than the Middle East and the Far 
East, such as United States gulf, Caribbean, Iron Curtain countries, 
and indigenous sources. 


Interest of United States in economic security of foreign areas affected by 
Middle East petroleum emergency 


The preservation of the economic and industrial stability of friendly 
foreign nations in aid of the national-defense efforts of this Nation 
has long been an established policy of the Government of the United 
States. This policy has been stated repeatedly by the highest officials 
of Government and reflected in legislative enactments. One of the 
express purposes of the Defense Production Act, pursuant to which the 
voluntary agreement and plan of action were promulgated, is to 
furnish support for our foreign-policy objectives. 

The area most seriously affected by disruption of petroleum trans- 

ortation due to the Middle East emergency was Western Europe. 
fore than two-thirds of the petroleum requirements of Western 


™The Administrator, in addition to his own exclusive powers, has all the powers and authorities of the 
Director under the voluntary agreement, 
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Europe are normally dependent upon the Suez Canal and Middle 
East pipelines for transportation. The importance of this area to the 
national defense of this country was stated by Assistant Secretary 
Felix E. Wormser, Administrator of the voluntary agreement, at a 
hearing of a Senate committee on February 5, 1957, in part as follows: 


The United States has long been committed to the free-world security inherent 
in the economic and military rehabilitation of Western Europe. In the 6 fiscal 
years of 1948 through 1953, Congress appropriated $25 billion for economic and 
military assistance to the free, friendly nations allied with us to preserve the 
security of the free world. Most of this has gone to Western Europe. Following 
World War IT, we concluded that the economic rehabilitation of Western Europe 
and its industrial security were essential to stopping the spread of communism. 
In the postwar era, including not only congressional appropriations but the invest- 
ments of our citizens, we have invested close to $50 billion in the economic and 
industrial rehabilitation of our friends in Western Europe. That investment will 
be lost if our friends in Western Europe cannot be supplied with petroleum prod- 
ucts; for this rehabilitacion is based upon an economy in which the postwar 
increases in energy have been largely met by petroleum. 

There has been in these postwar years a marked increase in the mechanization 
of Western Europe, in the use of tractors on the farms, diesel engines on the rail- 
roads, and petroleum-powered equipment in their industrial plants. This winter, 
the absence of adequate petroleum supplies in Western Europe could have meant 
cold homes and dark factories with unemployment and its inherent destructive 
result on the economy of Western Europe. This we could not permit. 

Further, we have given Western Europe large quantities of tanks, combat 
vehicles, motor transports, and aircraft. All the implements of defense from the 
submarines under the water to the airplanes in the sky are fueled by petroleum, 
indispensable to every military operation. Petroleum products not only move men 
and machines for the military, but the transportation systems that carry workers 
to the factories, move food from the farms to the cities, and transport manufac- 
tured goods from the factory to the consumers. 

The essentiality of petroleum to security is indicated by the fact that over 60 
percent of the tonnage the United States moved overseas in both World War II 
and the Korean conflict was petroleum or its products. This essentiality is fur- 
ther shown by the fact that oil tankers were the primary target objective of 
German submarines; and that the collapse of Japan followed soon after United 
States submarines operating in the Far East were able to seal off Japan from the 
petroleum of the East Indies, 

Of course, it was futile to mechanize Western Europe if petroleum could not 
be made available to it. The demand created by this mechanization is indicated 
by the fact that in the postwar years the demand for petrolev:» products in 
Western Europe increased at the rate of approximately 14 percent a year compared 
with an increase of approximately 7 to 8 percent a year in the United States. The 
European demand for petroleum products continues to increase, with the further 
mechanization of their economy, at about double the rate of increase in the 


United States. 

The other areas almost equally affected were the North and West 
Africa areas. It is common knowledge that the nations of the North 
Atlantic Treaty Organization, including the United States, maintain 
a series of important strategic airbases in these areas, particularly 
from Morocco to Libya. The importance of an adequate supply of 
petroleum in the operation of these bases and in the economy of the 
countries involved is self-evident. 

Development and promulgation of the plan of action 


On July 26, 1956, President Nasser, of Egypt, nationalized the Suez 
Canal. This was the inception of the Middle East petroleum emer- 
gency which, in less than 3 months, was to develop into the closure 
of the canal and the disruption in Syria of petroleum piplines from 
Ira 

The seriousness of the situation and the threat it posed to the 
economic stability and security of the Western Free World was recog- 
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nized immediately by the highest officials of the United States 
Government. 

On July 31, 1956,§ Hon. Arthur S. Flemming, Director of the Office 
of Defense Mobilization, wrote to the Secretary of the Interior, 
Hon. Fred A. Seaton, suggesting that it would be appropriate for the 
Secretary to find that an emergency existed and to request the 
Foreign Petroleum Supply Committee to prepare a plan or plans of 
action to meet the contingencies of the loss or impairment of the 
Middle East pipelines, the stoppage of the Suez Canal, or the loss of 
both of those vital arteries of transportation. 

On August 1, 1956, Secretary Seaton replied to Director Flemming’s 
letter acknowledging the seriousness of the situation and stating that 
he had determined that a threatened emergency existed outside the 
United States which required an immediate plan or plans of action 
designed to prevent, eliminate, or alleviate a shortage of petroleum 
supplies which would threaten to adversely affect the defense mobiliza- 
tion interests or programs of the United States. He stated, further, 
that he would request the Foreign Petroleum Supply Committee to 
prepare and submit in writing to him, as Administrator, a plan or 
plans for the solution of the supply problems to become properly 
effective when the emergency materialized. He added that he was 
sending a copy of his letter to the Attorney General. 

Pursuant to the determination of the Secretary, Mr. Hugh A. 
Stewart, as Chairman of the Foreign Petroleum Supply Committee, 
immediately imitiated action for the preparation of a plan. On 
August 3, 1956, he issued a call, by telegram, to the members of the 
Committee to meet in New York, on August 7, 1956, to consider a 
request for a plan of action. Prior to the meeting, he and Mr. 
Charles E. Gately, special assistant to the Director, Office of Oil and 
Gas, met with counsel for the member companies and worked out a 
preliminary draft of the plan. 

The Foreign Petroleum Supply Committee met, on August 7, 1956, 
pursuant to Chairman Stewart’s call.° After the Director’s letter of 
request for a plan of action was read,” the preliminary draft, previously 
agp cigee was circulated and discussed. After considerable revision, 
a plan of action was approved by the committee and submitted by 
Chairman Stewart to the Administrator. 

After review and some modification, the Secretary of the Interior, as 
Administrator, approved the plan and, in accordance with the pro- 
visions of section 708 of the Defense Production Act of 1950, as 
amended, submitted it to the Director, Office of Defense Mobilization, 
requesting its approval by him after consultation with the Attorney 
General and with the Chairman of the Federal Trade Commission, 
and also requesting that he obtain the Attorney General’s approval 
of the request to designated oil companies engaged in foreign opera- 
tions to participate in the plan. 

After several conferences, involving the Office of Defense Mobiliza- 
tion, Department of Justice and Department of the Interior, at which 
additional revisions were made, the plan of action was approved on 


’ Copies of Director Flemming’s letter and Secretary Seaton’s reply, together with other relevant cor- 
respondence, will be found in appendix K. 
* A copy of the minutes of this meeting will be found in appendix A. 


1 A copy of the letter of request, dated August 7, 1956, is attached to the minutes of the meeting. See 
appendix A. 
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August 10, 1956," and the request, approved by the Attorney General, 
was sent to the companies to participate in the approved plan. Thir- 
teen oil companies received and accepted the request initially; three 
additional companies accepted later. !” 


Purpose and scope of the plan of action 


The fundamental objectives of the plan of action are the formulation 
and effectuation of measures to offset or minimize petroleum shortages 
and dislocation in friendly foreign areas brought about by a sub- 
stantial Middle East petroleum transport stoppage. 

In order to attain these objectives, the plan of action provides for 
the establishment of the Middle East Emergency Committee and its 
subcommittees composed of American oil companies which, in the 
aggregate, have extensive operations in the foreign areas immediately 
affected as well as throughout the rest of the world. 

Substantially, the plan of action authorizes the Middle East 
Emergency Committee and its subcommittees to engage in only two 
types of activities: 

At the request of the Administrator or the Director,’ to obtain, 
prepare and furnish the Government information and data essential 
to the development of measures to offset shortages resulting from a 
Middle East petroleum transport stoppage; and 

2. Upon the finding by the Administrator that a Middle East petro- 
leum transport stoppage exists, to prepare schedules of actions to be 
taken by the participants and others to prevent or alleviate the 
foreign petroleum shortages. 

All other authorizations in the plan are but collateral implements of 
these two activities. 

In connection with the scope of the plan of action, two things should 
be noted: (1) its authority is confined to offsetting the effects of a 
petroleum transport stoppage occurring in the Middle East; and (2) 
it authorizes activities by the Middle East Emergency Committee 
only upon the request or with the approval of representatives of 
Government. 


Nature and organization of the Middle East Emergency Committee 


The Middle East Emergency Committee, which, with its subcom- 
mittees, is the implementing adjunct of the plan of action, is a volun- 
tary organization of American oil companies engaged directly, or 
indirectly through subsidiaries and affiliates, in foreign petroleum 
operations." These operations, in the aggregate, extend throughout 


| A copy of the plan of action, dated August 10, 1956, will be found inappendix kK. The plan was amended 
on December 3, 1956. The amendments will be described in a subsequent section of this report dealing with 
the activities of the Middle East Emergency Committee and its subcommittees. A copy of the plan of 
action, as amended December 3, 1956, will also be found in appendix K. 

11 The original participants were: Arabian American Oil Co., Caltex Oil Products Co., Cities Service Co., 
Creole Petroleum Corp., Getty Oil Co., Gulf Oil Corp., Sinclair Oil Corp., Socony Mobil Oil Co., Ine., 
Standard Oil Company of California, Standard Oil Co. (New Jersey), Standard-Vacuum Oil Co., The Texas 
Co. and Venezuelan Petroleum Co. Subsequently, the following companies became participants: Ameri- 
ean Independent Oil Co., the Frontier Refining Co. , and Tidewater Oil Co. One other company, Calil- 
ornia Transport Corp., a subsidiary of Standard Oil Company of California, became a participant on Febru- 
ary 8, 1957, but did not become a member of the Middle East Emergency Committee. 

'8 The Administrator and the Director of the plan of action are, respectively, the Administrator and the 
Director of the Voluntary Agreement. Hon. Fred A. Seaton, Secretary of the Interior, has served as Ad- 
ministrator from the beginning. Hon. Felix E. Wormser, Assistant Secretary, Mineral Resources served as 
Administrator from the beginning until the time of his resignation, June 15, 1957. In addition, on a few 
oceasions, two Under Secretaries of the Interior, Hon. Clarence C. Davis and Hon. Hatfield Chilson, and 
Assistant Secretary of the Interior, Hon. Fred A. Aandahl, each serving as Acting Secretary of the Interior 
in the absence of the Secretary, have acted as Administrator. Mr. Frederick S. Lott, Office of Oil and Gas, 
was Director from the beginning until September 11, 1956, when he was succeeded by Mr. Ralph 8. Fowler, 
Office of Oil and Gas, the current Director. 

14 One of the members, the Frontier Refining Co., which became a participant in the plan early in 1957 
is, predominantly, a domestic refiner. All the other members engage, in’ varying degrees, in substantial 
foreign petrcleum operations, 
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the free world. The member companies are represented on the 
committee and the subcommittees by their own skilled technical 
experts appointed to such representation by the Administrator. 
The plan authorizes the committee and the subcommittees to have 
industry chairmen, who are appointed by the Administrator, and 
also authorizes the committee to maintain a staff, made up of industry 
personnel, to aid it and the subcommittees in their work.” 
The following subcommittees of the Middle East Emergency Com- 
mittee have been appointed by the Administrator: 
Supply and Distribution Subcommittee 
Tanker Transportation Subcommittee 
Production Subcommittee 
Refining Subcommittee 
Pipeline Transportation Subcommittee 
Statistical Subcommittee 
Information Subeommittee 
The nature of the work performed by each of these subcommittees 
will be described in subsequent sections of this report. It will also 
be apparent from the discussions recorded in the minutes of the sub- 
committees’ meetings.'® 
The staff maintained by the Middle East Emergency Committee to 
aid it and its subcommittees in carrying out their assignments consists 
of technical and clerical personnel. The staff also includes counsel 
retained by the committee. The head of the staff is the executive 
secretary, a permanent employee.” All of the clerical personnel are 
permanent employees. The technical members of the staff, with 
varying degrees of tenure, are on loan from the member companies. 
It is the function of the staff to collate and consolidate data received 
from the members and others, including representatives of foreign 
committees, and prepare drafts of reports for submission to the 
subcommittees. Pursuant to the designations of the Director, mem- 
bers of the staff attend all the meetings of the committee and the 
subcommittees. 


Operation of the Middle East Emergency Committee 


As stated previously, the committee has two primary functions, 
the preparation of information and the preparation of schedules. 

Regarding the preparation of information, the procedure is as 
follows: The Administrator or the Director sends a request to. the 
Middle East Emergency Committee to prepare information pertinent 
to the problems to be solved under the plan of action. The request 
is considered by the committee and the preparation of the information, 
usually to be in the form of a report, is assigned to one or more of the 
subcommittees. In case of the original request of the Administrator, 
dated August 22, 1956,'* the data required was so comprehensive that 
the chairmen of the committee a the subcommittees, under. the 
sponsorship. of Government, convened in. special meeting and 

15 Lists of the members, representatives, and chairmen of the Middle East Emergency Committee and 
its subcommittees, throughout the period of this report, will be found in appendix K. 

16 See appendex C to I, inclusive, for the minutes of subeommittee meetings. The minutes of the meetings 
of the Middle East Emergency Cemmittee will be found in appendix B. 


1? Mr. Arthur G. May, a retired oilman of more than 39 years’ experience mostly in foreign petroleurn 
operations, has been the executive secretary from the beginning. 


18 This request will be discussed in detail in subsequent sections of this report dealing with the activities of 
the Middle East Emergency Committee. 
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developed the types of reports to be prepared in response to 
the request.’” 

The mechanics and details of preparation of requested information 
are worked out at meetings of the respective subcommittees concerned 
under the supervision, and often with the advice, of Government 
representatives present. Usually, the procedure adopted calls for 
the submission of company data to the staff for consolidation on an 
overall basis. The consolidated statements are then presented to 
the subcommittee for review and adoption, with or without revision 
or correction. Under such procedure, there is no disclosure of indi- 
vidual company data. In other instances, in order to prepare the 
report properly, it is necessary to review individual company figures. 
Such disclosure is authorized.” In certain types of reports, such as 
those containing estimates of petroleum requirements in foreign 
areas affected by the Middle East stoppage, the members do not 
submit estimates of their own requirements but submit estimates of 
the total requirements, country by country, and the subcommittee, 
utilizing its combined best judgment, arrives at the country estimates. 

All of the information prepared by the Committee and the sub- 
committees is made available to representatives of Government present 
at the meeting. In addition, copies of reports, after approval by the 
subcommittees preparing them and the Middle East Emergency 
Committee, are sent by the Administrator to other interested agencies 
of Government. Offices of representatives of the Administrator are 
contiguous to the Committee’s offices, so that these representatives 
have full access to the Committee’s records and complete knowledge 
of the staff’s activities on a day-to-day basis. 

As to the second function, which involves the preparation of 
schedules, the procedure is as follows 

The Committee and the subcommittees review the information 
previously prepared to determine the appropriate measures to be 
taken to offset the shortages. Upon the basis of this determination, 
schedules setting forth the measures are prepared and recommended 
to the Administrator for approval and issuance. 

A schedule may develop out of discussions at a subcommittee 
meeting or it may be presented by a member company for consider- 
ation of the subcommittee. When the schedule is approved 
unanimously by the subcommittee it is forwarded to the Middle East 
Emergency Committee. If the latter committee approves it, with or 
without modification, it is then forwarded to the Administrator. The 
Administrator has the power to approve, reject, or modify any schedule 
so submitted. Once he approves and issues it, the participants are 
authorized and obligated to carry it out in accordance with its terms 
and conditions. 

After the Administrator approves and issues the schedules, the 
Committee and the subcommittees review the actions, or lack of them, 
taken in implementation of schedules, discuss the problems involved 
and, where difficulties arise in attaining the maximum implementation, 
make recommendations and suggestions as to how they may be over- 
come. But neither the Committee nor the subcommittees attempt 
to exert pressure on any member or to arrange deals among the 


19 A copy of the minutes of this special meeting are attached to the minutes of meeting No. 1 of the Middle 
East Emergency Committee. See appendix B. 

2 See sec. 11 of plan of action together with letter, dated August 14, 1956, from the Administrator to the 
Attorney General and the latter’s reply, dated August 20, 1956, in appendix K. 
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members. The sole purpose is to give the members and the Govern- 
ment the combined judgment of the member representatives as to the 
best way to overcome any difficulties involved in the proper imple- 
mentation of the schedules. 

The development and content of the schedules prepared by the 
Middle East Emergency Committee and the cdabdiin issued by the 
Administrator will be described in subsequent sections of this report 
which deal with the activities of the Middle East Emergency Com- 
mittee and its subcommittees. 

The participants are required to render to the Director periodic 
reports, on prescribed forms, of all actions taken in implementation of 
approved schedules.2) These reports are reviewed by the Plan of 
Action Review Committee which is described in the next section of this 
report. 


Plan of Action Review Committee 


On January 17, 1957, the Administrator established the Plan of 
Action Review Committee, an interagency governmental group, to 
review all actions taken by the participating companies in implementa- 
tion of the approved schedules as set forth in the above-mentioned 
reports prescribed by the Director. 

This Committee is composed of one representative each from the 
Office of Defense Mobilization, the Department of State, the Depart- 
ment of Defense, the Department of Justice, and the Department of 
the Interior. The Director of the voluntary agreement, who is the 
representative of the Department of the Interior, is Chairman of the 
Committee. The secretary of the Committee, an employee of the 
Office of Oil and Gas, Department of the Interior, keeps minutes of the 
meetings of the Committee. 

During the period of this report, six meetings of the Plan of Action 
Review Committee have been held at which all the reports submitted 
were reviewed. These reports and the minutes of the meetings are in 
the files of the Office of Oil and Gas, Department of the Interior. 


Government control of the Middle East Emergency Committee 


The operation of the Middle East Emergency Committee and its 
subcommittees is under the immediate supervision, direction, and 
control of Government, represented by the Administrator and the 
Director and their assistants from the Office of Oil and Gas, Depart- 
ment of the Interior. Elements of this control include the following: 

The Committee and the subcommittees can act only on the 
request. of the Administrator or the Director. 

Meetings of the Committee and subcommittees are held only on 
call of the Administrator or the Director. 

The agenda of all meetings are prescribed in advance by the 
Administrator or the Director and copies of the agenda and the notices 
of meetings are sent to the Attorney General. Items may be added 
to the agenda by the Chairman of the Committee but only with the 
consent of the representative of the Administrator present at the 
meeting. This representative is the sole judge as to whether any 


2| A copy of the Director’s letter, dated December 28, 1956, with the prescribed forms, direeting the partici- 
pants to render reports, will be found in appendix K. 
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question, topic, or discussion arising at a meeting is within the agenda 
or eee proper.” 

All meetings must be attended by a full-time employee of Govern- 
ne Usually, 2 or more Government representatives (there have 
been as many as 15) are present. 

Meetings are open to representatives of any Government agency and 
have been attended frequently by representatives of the Department 
of State, Department of Defense, Office of Defense Mobilization, and 
Department of Justice, in addition to the Department of the Interior. 
Except for some of the earlier meetings, representatives of the Depart- 
ment of Justice have attended practically all meetings. 

Although the plan of action does not require it, the policy of the 
Administrator is that all meetings be held on Government property. 
Except for the early meetings when no Government space was avail- 
able, all meetings have been held in Government conference rooms. 

No person other than those specified in the plan of action, which 
include, generally, representatives of members of the Committee and 
subcommittees and Government representatives, may attend any 
meeting except as designated by the Administrator or Director. 
Designated persons have included, pr incipally, members of the Com- 
mittee staff, observers from me »mber companies and observers repre- 

senting, originally, the British Oil Supply Advisory Committee, later, 

the Oil Emergenc y London Advisory Committee, and, last, the 
OEEC Petroleum Emergency Group. These last three mentioned 
foreign groups are industry committees abroad which have been 
concerned with the Middle East petroleum crisis and with which the 
Administrator or Director authorized the Committee and the members 
to cooperate and coordinate their activities, as will appear more fully 
in a subsequent section of this report. 

All actions taken by the participating companies in implementa- 
tion of schedules are reviewed by the Plan of Action Review Commit- 
tee previously cdlescribed. 

8. As will be described more fully in a subsequent section of this 
report, the member companies are required to report periodically to 
the Director concerning their activities in connection with certain 
foreign government and industry committees in Europe dealing. with 
the Middle East petroleum stoppage. These reports are sent to the 
Department of Justice by the Administrator. 


Limitations on the authority of the Middle East Emergency Committee 


All of the authority of the Middle East Emergency Committee, 
including its subcommittees, is derived from the plan of action. It 
possesses no power or authority except as authorized by the plan. 

The following are some of the more important activities not so 
authorized: 

The Committee has no power of compulsion over anyone, not 
even its own members. 

The Committee has no power or authority to allocate petroleum 
supplies. 


3. The Committee has no power or authority to enter into or operate 
pooling arrangements of any kind, including tanker pools. 
2 The Administrator appoints his representatives to attend meetings from among the full-time employees 


of the Office of Oil and Gas. The minutes of meetings of the Middle East Emergency Committee and its 
subcommittees will disclose the identities of these representatives. See appendixes B to I, inclusive. 
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The Committee has no power or authority over domestic petro- 
leum operations, except to the extent that actions may be taken by 
the member companies within the United States under approved 
schedules in order to make petroleum supplies available to foreign 
areas affected by the Middle East petroleum transport stoppage; but 
the Committee cannot in any wise compel any domestic operator to 
do anything. 

The Committee has no power or authority to buy or sell oil or 
to make deals in respect of the purchase or sale of oil. 

The Committee has no power or authority over the prices of 
crude oil or its products. 

7. The committee has no power or authority with respect to tanker 
rates. 

8. The committee has no power or authority with respect to the 
commercial or financial aspects of actions by its members or other 
persons. 

In essence, the Middle East Emergency Committee is an industry 
committee established under the plan of action to advise and aid the 
Government in connection with the Middle East petroleum transport 
stoppage. Its power and authority are prescribed by the plan. 

Subsequent sections of this report, which describe the activities of 
the committee and its subcommittees in detail, together with the 
minutes of the meetings, will show that the activities of the Middle 
East Emergency Committee and its subcommittees have been care- 
fully confined, in all respects, within the limits of the plan of action. 


CHRONOLOGICAL ACCOUNT OF THE ACTIVITIES OF THE MippLEe East 
EMERGENCY COMMITTEE AND ITS SUBCOMMITTEES DURING TH# 
Preriop oF Txuis Report 


The activities of the Middle East Emergency Committee and its 
subcommittees have fallen into three phases. The first phase extended 
from August 24, 1956, the date of the first meeting of the Middle East 
Emergency Committee, to December 3, 1956. The second phase 
covered the period from December 3, 1956, when the Middle East 
Emergen¢y Committee was requested to begin the preparation of 
schedules and the taking of actions to alleviate petroleum shortages 
resulting from the stoppage of movements through the Suez Canal and 
the Iraq Petroleum Co. (IPC) pipelines, to April 18, 1957, the date on 
which the administrator suspended the schedules. The third phase 
extended from April 18, 1957, to June 30, 1957. 

In this report, the activities of the committee and its subcommittees 
during each of these phases will be described separately and chrono- 
logically. 


FIRST PHASE-—-AUGUST 24, 1956, TO DECEMBER 38, 1956 


During the first phase, the Middle East Emergency Committee and 
its subcommittees were engaged exclusively in the preparation of 
information and data concerning foreign petroleum operations as 
requested by the administrator or the director. Such preparation 
comprised the gathering, analyzing, and evaluating of the information 
and data which were assembled in the form of reports for transmission 
to the administrator. 
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Preparation of reports 


At the first meeting of the Middle East Emergency Committee, 
held on August 24, 1956, there was presented to the committee a 
request from the administrator, dated August 22, 1956, calling for 
the immediate preparation, by the committee and its subcommittees, 
of information and data concerning foreign petroleum operations 
necessary to forecast the effect of any interruption of petroleum move- 
ments through the Suez Canal or the Middle East pipelines, or both, 
and to serve as a basis for the development of measures to offset the 
effect of any such stoppage that might occur.” After this request had 
been considered at the meeting, it was decided that the determination 
of the types and contents of reports required and of the particular 
subcommittees to which their preparation should be assigned, could 
best be made at a joint meeting of the chairman of the Middle East 
Emergency Committee and the chairmen and vice chairmen of the 
six subcommittees the committee had then recommended be estab- 
lished by the administrator, namely, Supply and Distribution Sub- 
committee, Tanker Transportation Subcommittee, Production Sub- 
committee, Pipeline Transportation Subcommittee, Refining Subcom- 
mittee, and Statistical Subcommittee. 

Accordingly, the Director of the Voluntary Agreement called such 
a meeting for August 31, 1956, prior to which date the six subcom- 
mittees and their chairmen had been appointed by the Administrator. 
At this meeting, an outline of assignment was developed which served 
as the basis for most of the work of the Committee and its subcom- 
mittees during the first phase of the Committee’s operations.** The 
assignments to the subcommittees included preparation of detailed 
information concerning petroleum stock positions in friendly foreign 
nations, international tanker movements of crude oil and petroleum 
products, petroleum requirements in the friendly foreign nations, par- 
ticularly those which would be most affected by a Middle East 
petroleum transport stoppage, foreign crude produc tion, foreign refin- 
ery operations, and foreign pipeline | facilities.”° 

‘Tt was recognized that completion of all of this data would require 
a considerable period of time. In the meantime, the Government 
agencies concerned, particularly the Office of Defense Mobilization, 
Department of State, Department of Defense, and Department of the 
Interior, were in urgent need of at least a broad indication as to what 
effect a closing of the Suez Canal or the Middle East pipelines, or 
both, would have on petroleum supplies in the friendly foreign nations, 
especially Western Europe, and what steps would be necessary from 
a supply standpoint to avert a crisis in those areas. This urgent 
need of the Government was emphasized at a meeting of the Middle 
East Emergency Committee, on September 10, 1956, by Dr. Arthur 
S. Flemming, Director of the Office of Defense Mobilization. Dr. 
Flemming requested the Committee ot make available to him by 
the end of that week a broad and preliminary analysis of the situa- 
tion.*° The Middle East Emergency Committee assigned this task 
to the Supply and Distribution Subcommittee and the Tanker Trans- 

3% A copy of the administrator’s letter of request, dated August 22, 1956, will be found in appendix K, 
“x The minutes of the joint meeting of the Chairman of the Middle East Emergency Committee and 


the chairmen and vice chairmen of the subcommittees is attached to meeting No. 1 of the Middle East 
Emergency Committee in appendix B. 


2% A copy of the outline of the assignments to the subcommittee is contained in appendix K. 
% See minutes of meeting No. 2 of the Middle East Emergency Committee in appendix B. 
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portation Subcommittee, since it was apparent that a closing of the 
canal or the Middle East pipelines would present, primarily, a problem 
in petroleum supply logistics, involving redistributions of petroleum 
supplies in order to make available to the friendly foreign areas 
affected the maximum quantities of petroleum within the Limite of 
available transportation capacity. 

Two days later, September 12, 1956, the Supply and Distribution 
Subcommittee forwarded to the Administrator a report indicating the 
results of its analysis in terms of the quantities of petroleum that 
would have to be made available from the Western Hemisphere if the 
requirements of the friendly foreign areas were to be met in the event 
of a closing of the Suez Canal alone.” The basis of this analysis was 
that the closing of the canal would immediately interrupt the move- 
ment of some 1,550,000 barrels per day then estimated to be moving 
through the canal to the Eastern Hemisphere west of Suez and to 
the Western Hemisphere, but that upon such interruption, the tankers 
engaged in this movement would become available for substitute move- 
ments. At the same time, the Supply and Distribution Subcommittee 
assumed various other shifts in supply movements, such as the diver- 
sion to Europe of Middle East supplies moving to North America, 
which would also make available tankers for substitute movements. 
These estimates were then turned over to the Tanker Transportation 
Subcommittee for calculation of the released tanker tonnage available 
by reason of the discontinued movements, and calculation of the 
tanker tonnage required for the substitute movements. 

This preliminary study pointed up sharply the difficult problem the 
Committee would be called upon to solve should the anticipated 
stoppage occur. While there were adequate supplies in the Middle 
Kast to meet Europe’s requirements, there were not enough tankers 
available, if passage through the Suez Canal were blocked, to move 
the necessary supplies on the long haul around the Cape of Good Hope, 
a voyage which requires approximately twice as many tankers. The 
world tanker fleet was being fully utilized at the time. Therefore, 
there were only two measures available: (1) to increase supplies to 
Europe from the Western Hemisphere which is nearer than the Middle 
Kast by way of the cape, and (2) to obtain maximum utilization of 
the available tanker fleet by elimination of time-consuming move- 
ments, such as cross hauls and unusually long hauls, and by other 
devises of a technical nature. 

On the basis of this analysis, the Supply and Distribution Sub- 
committee and the Tanker Transportation Subcommittee estimated 
that an additional 750,000 barrels per day of petroleum would have to 
be made available from the Western Hemisphere to meet the petroleum 
requirements of the friendly foreign nations, if the Suez Canal were 
closed. This quantity would be needed, in part, for direct shipment 
to the West of Suez areas affected by a closing of the canal and, in part, 
to replace Middle East oil moving to North America which was as- 
sumed to be diverted to Europe. The subcommittees emphasized 
that in view of the time limitations imposed, the conclusions could only 
be approximate and, further, that the estimates were entirely statisti- 
cal, since they could not take into account any of the numerous politi- 
cal, contractual, legal, and commercial factors necessarily involved in 
petroleum supply redistributions of such magnitudes. 


27 A copy of this report will be found in appendix J. 
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On September 13, 1956, the Supply and Distribution Subcommittee 
and Tanker Transportation Subcommittee completed and forwarded 
to the Administrator the results of a similar analysis of the effects of 
the closing of both the Suez Canal and the Middle East pipelines. 
This report, which was based on an analysis similar to that described 
above, indicated that if both the canal and the pipelines were closed, 
an additional 2,130,000 barrels per day would have to be made avail- 
able from the Western Hemisphere if Eurepe’s petroleum :require- 
ments were to be met fully. This report also pointed out that for 
every additional barrel daily not made available from the Western 
Hemisphere, Europe would be short approximately one-half barrel, 
since the same tankers could only haul half as much oil from the 
Persian Gulf around the Cape of Good Hope to Europe as they could 
haul from the Western Hemisphere to Europe.” 

On September 25, 1956, the Supply and Distribution Subcommittee 
forwarded to the Administrator an analysis of the effects of a partial 
stoppage of the Suez Canal, since one of the then foreseeable possibili- 
ties was that there would be a gradual slowing down of movements 
through the canal due to lack of facilities or personnel. This report 
indicated the nature of the redeployment that would be required in the 
event of a 25-, 50-, or 75-percent reduction in movements through the 
canal.” 

These early reports gave the Government an immediate indication 
of the proportions of the petroleum supply problems which would 
arise if the Suez Canal or the Middle East pipelines, or both, should 
become unavailable for petroleum movements. Combined with 
information from the Production Subcommittee as to crude-oil 
availabilities in friendly foreign nations, and information as to petro- 
leum availabilities from the continental United States obtained by the 
Department of the Interior from other sources, they provided the 
Government with an invaluable, even though general and preliminary, 
indication of the potential petroleum shortages and the extent to 
which it might be possible to offset these shortages with supplies from 
other sources. 

In addition to preparing the analyses described above, the Supply 
and Distribution Subcommittee prepared a report on estimated stock 
positions, supplies and requirements of crude oil and of each major 
product in friendly foreign nations for the fourth quarter 1956, on the 
assumption of normal operations throughout the period.” In Novem- 
ber, at the request of the Government representatives, the subcom- 
mittee also arranged to bring the stock position report up to date for 
the month of December, in the light of the closing of the canal and the 
IPC pipelines, and, at the same time, to prepare estimates of inter- 
national movements of crude and products for the month of December. 

The Production Subcommittee, with the assistance of the Pipeline 
Transportation Subcommittee, prepared a report on estimated addi- 
tional crude-oil producibility and availability as limited by capacities 
of pipelines and other transportation facilities, within 2 weeks, 3 
months, and 12 months after September 1, 1956, in each of the friendly 
foreign producing areas.*! 

2: A copy of this report will be found in appendix J. 
2? A copy of this report will be found in appendix J. 


80 A copy of this report will be found in appendix J. 


31 A copy of this report will be found attached to the minutes of meeting No. 2 of the Production Subcom- 
mittee in appendix F. 
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The Pipeline Transportation Subcommittee, in addition to its work 
on the crude oil weailxbility report, also began preparation of revisions, 
as of September 1, 1956, to a report on foreign pipeline systems as of 
January 1, 1956, which had been completed by the Office of Oil and 
Gas, Department of the Interior, on the basis of information furnished 
initially by the Pipeline Transportation Subcommittee of the Foreign 
Petroleum Supply Committee. With these revisions, which were 
approved by the subcommittee in December 1956, this report pre- 
sented an up-to-date atlas of the major petroleum pipelines in all of 
the friendly foreign nations.” 

The Refining Subcommittee initiated preparation of a report indi- 
cating the estimated crude runs, by type of crude, and the output of 
each product for refineries in each of the friendly foreign nations for 
the fourth quarter 1956, assuming normal operations throughout the 
period. This report was available in preliminary form in November 
1956, and, as revised and corrected, was finally approved in February 
1957." 

The Tanker Transportation Subcommittee, in addition to its work 
in connection with the preliminary analyses described above, also 
prepared estimates of international tanker movements of crude and 
products for the fourth quarter 1956, on the assumption of continued 
normal operations. These estimates in preliminary form served 
initially as a basis for the development of tanker redeployments and 
also for the measurement of the disruptions of normal petroleum 
movements that resulted from the closing of the Suez Canal and the 
LPC pipelines. The report was finally approved by the subcommittee 
in January 1957.°* The Tanker Transportation Subcommittee also 
completed and furnished to the Government, at its request, a variety 
of information concerning such matters as the additional effective 
capacity of the available tanker fleet that could result from a relaxation 
of loadline restrictions, the situation in regard to the availability of 
United States-flag tankers to meet increased requirements for coastal 
movements resulting from the stoppage of the canal and the Middle 
East pipelines, the possible effect of higher speed operations on the 
effective capacity of the world tanker fleet and other similar matters 
related to the effect, from a tanker transportation standpoint, of an 
interruption of normal Middle East supplies. 

The Statistical Subcommittee prepared estimates of the normal 
requirements for each petroleum product in each of the friendly foreign 
nations for the fourth quarter 1956.°° These estimates were essential 
for the purposes of measuring the extent to which the requirements 
could be met, the effect of rationing and other foreign governmental 
restrictions on requirements, and the degree of shortage in the various 
friendly foreign areas resulting from the shutdown of the canal and 
the pipelines. 

Number of meetings and participation during first phase 
During the period from August 24, 1956, to October 31, 1956, the 


Middle East Emergency Committee and its subcommittees held 22 
meetings consisting of 33 sessions. In other words, they met, approxi- 


82 As this pipeline report bears a security classification it is not included herein. It is available in the 
Office of Oil and Gas, Department of the Interior, to any person or agency entitled to examine it. 

% A copy of this report will be found in appendix J. 

4% A copy of this report will be found in appendix J. 

35 A fopy of this report is attached to the minutes of meeting No. 3 of the Statistical Subcommittee in 
appendix E. 
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mately, on an average of 3 or 4 times a week. Some 146 persons 
served on the committees during the period.** Numerous representa- 
tives of interested agencies of Government, as well as observers 
representing the foreign committees, participated in the meetings. 
Suspension of committee activities during November 

After the outbreak of hostilities between Israel and Egypt on 
October 29, 1956, and between France and England and Egypt on 
November 4, 1956, with the resulting closing of the Suez Canal and the 
disruption of the IPC pipelines, the United States Government deter- 
mined that no meetings of the Middle East Emergency Committee 
should be held pending clarification of the situation. However, in 
order that the Government agencies might continue to have available 
all necessary information concerning petrole um aspects of the situa- 
tion, the staff of the Committee was ke ‘pt in operation and continued 
with the consolidation and reproduction of the various reports de- 
scribed above. A meeting of the Supply and Distribution Subcom- 
mittee and a meeting of the Tanker Transportation Subcommittee 
were held by the Director on November 19 and 20, respectively, but 
without the presence of the representatives of the foreign committees, 
in order to evaluate the effect on petroleum supplies of the disruptions 
in petroleum movements from the Middle East. 

Amendments to plan of action 

In November 1956, the Administrator, after conferring with his own 
representatives and representatives of the Committee proposed certain 
amendments to the plan of action, dated August 10, 1956, which were 
designed to provide greater flexibility and efficiency in operations 
under the plan and to make those operations more effective in the event 
that the Government determined that the Middle East Emergency 
Committee should develop measures to alleviate petroleum shortages 
resulting from the closing of the canal and the IPC pipelines. At the 
time the plan of action was originally promulgated, it was not possible 
to forecast the specific consequences and problems that would even- 
tuate from a Middle East transport stoppage, or the measures that 
would be necessary to solve the problems and offset the consequences. 
It could not be known at that time exactly what form the stoppage 
might take, that is, whether the canal would be closed, and, if so, 
whether completely or partially, and to what extent, if any, the Middle 
East pipelines might be affected. The amendments proposed by the 
Administrator were in the light or more exact knowledge as to the 
nature and extent of the crisis and the type of measures that would 
be necessary to cope with the situation.®’ 

The amendments were reviewed and approved by the Director of 
the Office of Defense Mobilization and, after review and approval by 
the Attorney General, the amendments became effective on December 
3, 1956. All of the participants in the original plan of action accepted 
the request of the Director of the Office of Defense Mobilization to 
partic ipate in the plan as amended.* 

ane principal purposes of the amendments were: 

To authorize the participants in the plan of action to take neces- 

aaa detailed actions under broad programs approved by the Adminis- 

36 Lists of the meetings and the membership of the committee and subcommittees will be found in 
appendix K. 

37 Copies of the correspondence relating to these amendments among the various Government agencies 


are included in appendix K. ; 
38 A copy of the plan of action, as amended December 3, 1956, is included in appendix K. 
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trator, with all such actions to be reported to the Administrator for 
the information and review of interested United States Government 
agencies. This amendment was designed to increase the flexibility 
and efficiency of the operations and permit prompt action by the par- 
ticipants in working out arrangements to assist in meeting petroleum 
shortages that were developing in the friendly foreign nations affected. 

2. To enable the Committee, its subcommittees and participants 
in the plan of action to participate, to the extent desired by the 
United States Government, in programs or actions requested by 
foreign governments or their agencies, designed to minimize petroleum 
shortages abroad, whether or not such programs or actions were 
covered by an approved schedule, and to require the participants to 
maintain records and make reports concerning any such participation 
as directed by the Administrator, who, in turn, was required to make 
them available to the Attorney General. 

To authorize the participants to take actions within the conti- 
nental United States under approved programs which would result 
in making petroleum or petroleum facilities available to foreign areas. 
The prine ipal purpose of this amendment was to include within the 
plan of action arrangements to substitute tanker movements and 
supplies from the gulf coast to the United States east coast for those 
otherwise moving to the east coast from foreign areas. The amend- 
ment also encompassed purchases, loans, and exchanges within the 
United States involving participants and domestic operators desig- 
nated by the Director. Under the original plan, these actions were 
not expressly covered. The amendment in no way gave the partici- 
pants any power or authority over domestic petroleum operations or 
operators. As emphasized previously neither the participants nor 
the Committee has any power of compulsion over anyone. 

Conclusion of the first phase 

Toward the end of November, the Government determined that 
the Middle East Emergency Committee should resume active opera- 
tions and take definite steps to alleviate the petroleum shortages 
developing in friendly foreign areas, particularly in Western Europe. 
On November 30, 1956, the Administrator, by letter to the Chairman 
of the Middle East Emergency Committee, declared a substantial 
Middle East petroleum transport stoppage to exist within the meaning 
of Section 2 of the plan of action, and requested the Middle East 
Emergency Committee and its subcommittees to begin preparation 
of schedules covering programs designed to alleviate these shortages.” 


SECOND PHASE——-DECEMBER 3, 1956, TO APRIL 18, 1957 


The second phase, extending, generally, from December 1956 into 
April 1957, was the critical period of the Middle East petroleum 
crisis. ‘The most serious problems of the crisis were solved during 
this period. Practically all of the actions devised to offset the supply 
shortages in the Eastern Hemisphere west of Suez were taken during 
the second phase which started upon the reactivation of the Com- 
mittee. 





* A copy of the Administrator’s letter of November 30, 1956, will be found in appendix K. 
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Reactivation of the Middle East Emergency Committee 


On December 3, 1956, a meeting of the Middle East Emergency 
Committee was called by the Director to inform the Committee of the 
Government’s policy and to request the immediate preparation of 
schedules to meet the foreign petroleum supply shortages resulting 
from the Middle East crisis. Among those present at the meeting were 
Dr. Flemming, Director of the Office of Defense Mobilization, Mr. 
E.G. Moline of the Department of State, the Assistant Secretary of the 
Interior, Felix E. Wormser, Administrator of the Voluntary Agree- 
ment, Mr. Hugh A. Stewart, Director of the Office of Oil and Gas, 
Department of the Interior, and other Government representatives. 
The Government representatives emphasized the seriousness of the 
situation, partic ularly in Western Europe, which, they said, threatened 
to weaken the NATO alliance and the stability of the NATO coun- 
tries. Dr. Flemming stated that— 
anything and everything that can be done by the Middle East Emergency Com- 
mittee to make effective its operations to meet the foreign petroleum emergency 
would be a major contribution to the security of the nation at a critical point in 
its history.* 


Mr. Moline stated that— 


the prime motivation of the Department of State in urging that the Committee 
be requested to take steps to meet the foreign petroleum emergency was to stop 
the exceedingly fast drift of the situation into an unsatisfactory position in 
Europe. 


He added that— 


even the announcement of the fact that the Committee was being requested to 
take action had helped to stop the rise of anti-American feeling among the Euro- 
pean nations and that the Committee’s actions could at least make sure that no 
military shortages developed in Western Europe.*! 


Preparation of schedules 


In response to the above-mentioned requests for prompt action, the 
Middle East Emergency Committee and its subcommittees immedi- 
ately began consideration and preparation of programs of actions to 
alleviate the foreign petroleum shortages. 

On December 4, 1956, a meeting of the Supply and Distribution 
Subcommittee was held by the Director for the purpose of reviewing 
estimates and data as to foreign-stock positions and international 
movements of crude and products for the month of December. It 
was expected that, on the basis of this data, the subcommittee would 
be able to develop programs for redistribution of supplies to increase 
shipments to Europe and the other areas affected by the interruption 
of the normal Middle East movements and, at the same time, con- 
tinue to meet the requirements of the rest of the free world. These 
objectives were in accordance with the Government’s policy announced 
the previous day, when Mr. Moline stated that it was the present view 
of the State Department that, in the light of the volumes involved 
and other factors, there would not be any need at this time for the 
Committee to affect petroleum movements to the Far East or other 
foreign areas, apart from Western Europe, except to the extent that 
there might be some tanker savings possible, but that, in preparing 

See p. 5 of the minutes of meeting No, 7 of the Middle East Emergency Committee, December 3, 1956, 
in appendix B. 


41 See p. 7 of the minutes of meeting No. 7 of the Middle East Emergency Committee, December 3, 1956, 
in appendix B. 
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schedules, the Committee and subcommittees should work on the 
assumption that the shortage would fall primarily upon Western 
Europe. He stated that if it should develop subsequently, on the 
basis of later information, that it would be necessary to affect the 
amount of supplies to these other areas, the question would be recon- 
sidered by the State Department and the Committee would be so 
advised.” 


Schedules Nos. 1 and 2 


As a result of its review of estimated movements for December, the 
Supply and Distribution Subcommittee developed various programs 
of diversionary movements designed to minimize cross hauls and long 
hauls, and thereby make possible the maximum effective utilization 
of available tanker capacity. These programs for diversionary move- 
ments were incorporated into schedules, which were reviewed and 
approved by the Middle East Emergency Committee on December 6, 
1956, and forwarded to the Administrator as schedules Nos. 1 and 2. 

Schedule No. 1 provided for five major diversionary movements 
consisting of (1) diversion to Western Europe and other west-of-Suez 
areas in the Eastern Hemisphere of supply movements from the 
Persian Gulf to the United States east coast and the substitution 
therefor of supplies from the Western Hemisphere; (2) diversion to 
Western Europe and the other affected areas of supplies moving from 
the Persian Gulf to Canada east coast and substitution therefor of 
Western Hemisphere petroleum; (3) diversion to the Mediterranean 
region and other affected areas of supply movements from the eastern 
Mediterranean to the United States east coast and substitution 
therefor of Western Hemisphere supplies; (4) diversion to the Medi- 
terranean region and other affected areas of movements from the 
eastern Mediterranean to Canada east coast and substitution therefor 
of Western Hemisphere supplies; and (5) diversion to the Mediter- 
ranean area of supply movements from the eastern Mediterranean to 
northwest Europe and substitution therefor of Persian Gulf or 
Western Hemisphere supplies. 

Schedule No. 2 provided for three major diversionary movements 
or measures consisting of (1) diversion to Western Europe and other 
Eastern Hemisphere areas west of Suez of supply movements from 
the Caribbean to South American east coast and substitution therefor 
of Persian Gulf supplies; (2) the routing of tankers from Europe to 
the Caribbean to move supplies from that area to South American 
east coast and thence to the Persian Gulf in ballast instead of having 
the return voyage being made in ballast from Europe to the Persian 
Gulf; and (3) diversion to Western Europe and west-of-Suez areas of 
the Eastern Hemisphere of supply movements from the Caribbean to 
United States and Canada east coasts to the extent that United States 
gulf supplies were available for substitution therefor. 

Schedules Nos. 1 and 2 were approved by the Administrator on 
December 7, 1956, after he had determined (1) that the programs set 
forth in the schedules were reasonably calculated to reduce petroleum 
shortages, in friendly foreign nations, which had arisen as a result 
of the Middle East transport stoppage; (2) that the programs would 
not, either by themselves or in conjunction with actions taken under 
other approved schedules, cause a deficiency of petroleum supplies 


42 See pp. 17-18 of meeting No. 7 of the Middle East Emergency Committee, December 3, 1956, in 
appendix B. 
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within the United States; and (3) that the programs were in the public 
interest. By letter dated December 10, 1956, the Administrator 
advised the Middle East Emergency Committee that these three 
criteria would be followed in reviewing future schedules submitted 
by the Committee.* 


Schedules Nos. 3 and 4 and proposed amendment to schedule No. 


As a result of its adiliniid review of the situation and seocapsla 
of possible additional programs for actions, the Supply and Distri- 
bution Subcommittee prepared 2 additional schedules, as well as 1 
amendment to schedule No. 1, which were approved and recommended 
to the Administrator by the Middle East Emergency Committee on 
January 4, 1957. 

Schedule No. 3 concerned the rearrangement of movements of 
supplies of petroleum in or between ports in the Eastern Hemisphere 
east of Suez, so as to eliminate multiple port discharges and cross 
hauls, or otherwise to conserve or to use in the most efficient manner 
petroleum transportation facilities available in that area 

Schedule No. 4 concerned arrangements to change operations of 
pipelines and other transportation facilities within the United States 
to increase the volume of deliveries of domestic crude oil to the 
United States gulf coast for delivery to Europe and other affected 
areas, or for shipment to the North American east coast in substitution 
for petroleum supplies diverted to Europe and other affected areas 
in accordance with schedules Nos. 1 and 2. 

Schedules Nos. 3 and 4 were approved and issued by the Adminis- 
trator on January 24, 1957." 

On February 6, 1957, schedule No. 4 was modified by the Ad- 
ministrator to require that any arrangement proposed to be made 
under that schedule be reported to the Administrator at least 72 
hours before action was taken.* 

The proposed amendment to schedule No. 1 provided for the 
utilization of tankers on a backhaul movement from the Caribbean 
to Europe in the event that tankers had to be brought from the 
Persian Gulf to the United States east coast for marine-operating 
reasons. This amendment was not approved and issued by the 
Administrator. 


Additional amendments to schedules 


The Supply and Distribution Subcommittee also prepared an addi- 
tional amendment to schedule No. 1 and a first amendment to sched- 
ule No. 2, which were approved by the Middle East Emergency 
Committee on January 25, 1957. These amendments provided 
expressly that, for the purposes of schedule No. 1 and schedule No. 2, 
the United States east coast included the United States gulf coast. 
These amendments were approved and issued by the Administrator 
on February 4, 1957, as amendment No. 1 to schedule No. 1 and 
amendment No, 1 to schedule No. 2. 


Proposed schedule No. 5 
The Tanker Transportation Subcommittee prepared a schedule, to 
be known as schedule No. 5, which was approved and recommended 


4 Copies of schedules Nos. 1 and 2, together with the Administrator's letter of December 10, 1956, are in- 
cluded in appendix K. ; Jah 

Copies of schedules Nos. 3 and 4 are included in appendix K. 

45 A copy of the Administrator’s telegram of modification, dated February 6, 1957, will be found in ap- 
pendix K. 

# Copies of these 2 amendments are included in appendix K. 
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by the Middle East Emergency Committee on February 11, 1957. 
The schedule concerned the rearrangement of movements of petro- 
leum from the United States Gulf and the Caribbean to the South 
American east coast so as to eliminate multiple port discharges and 
crosshauls, or otherwise to conserve, or to use in the most efficient 
manner, petroleum transportation facilities available in that area. 
This schedule was not approved and issued by the Administrator. 


trtension of schedules 


On March 22, 1957, the Administrator extended to May 31, 1957, 
schedules Nos. 1 and 2, as amended, and schedule No. 3, which other- 
wise would have terminated by their terms on March 31, 1957.” 
Schedule No. 4 was allowed to lapse on March 31, 1957, as the Ad- 
ministrator deemed it unnecessary to continue it beyond that date. 
At its meeting on March 27, 1957, the Middle East Emergency 
Committee adopted a resolution advising the Administrator that the 
Committee concurred in the extension of the expiration dates of 
schedules Nos. 1 and 2, as amended, and schedule No. 3, to May 31, 
1957.* 

Review of actions under schedules 


The Committee and the Government have kept under constant 
review all actions taken by the participants in the plan of action 
in implementation of the approved schedules in order to determine 
the extent to which the schedules were being carried out and their 
objectives of increasing petroleum supplies to the affected foreign 
areas attained. 

Committee review 


The review activity of the Committee was carried on by the Supply 
and Distribution Subeommittee. This subcommittee prepared and 
reviewed, on a semimonthly basis, estimates of current and immedi- 
ately prospective movements of crude oil and petroleum products. 
These estimates enabled the subcommittee to assess the extent to 
which diversions under schedules were being effected, such as the 
diversion to Europe of Middle East supplies previously moving to 
the east coast of North American or the diversion to the Mediter- 
ranean area of eastern Mediterranean supplies normally moving to 
northwest Europe. The estimates, which contained the essential 
information, also served as a basis for the participating companies to 
work out arrangements for the most effective implementations of the 
schedules. Each month’s data, showing projected movements of 
petroleum from all sources of supply into the affected areas upon the 
basis of vessels loading at ports of origin, was revised 3 times within 
a 30-day period. The constant revisions of these estimates enabled 
the subcommittee to have current information as to movements and to 
coordinate their supply estimates with those of the OKEC Oil Com- 
mittee and OPEG which were prepared on an arrival basis. This 
practice of review and method of expert analyses, which were con- 
tinuous from the development of the first schedule on December 4, 
1956, until the suspension of the schedules on April 18, 1957, were 
of the optimum effectiveness.“ In a number of instances, they 


7 A copy of the Administrator’s letter, dated March 22, 1957, will be found in appendix K. 


This resolution will be found on pp. 13-14 of meeting No. 18 of the Middle East Emergency Committee 
in appendix B. 


4° Copies of all of these periodic estimates and reports by the Supply and Distribution Subcommittee will 
be found in appendix J. 
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resulted in implementing arrangements which otherwise might not 
have been made. 
As a part of this periodic review of progress in implementation of 
schedules, the Supply and Distribution Subcommittee made a par- 
ticular analysis of the possibilities for further diversions to Europe of 
Caribbean petroleum supplies moving to the North American east 
coast. This analysis served as a basis for the reply by the Middle 
East Emergency Committee to the Administrator’s inquiry, dated 
February 15, 1957, concerning the prospects for further implementa- 
tion of this aspect of schedule No. 2. 
Government Review 

In addition to having the benefit of the Committee review, the 
Government set up procedures to enable it, independently, to gage 
the extent of schedule implementation and nature of the actions 
taken. On December 28, 1956, which was shortly after the approval 
and issuance by the Administrator of schedules Nos. 1 and 2, the 
Director wrote to all the participants in the plan of action requiring 
them to report at stated periods, on prescribed forms attached to the 
letter, all actions taken by them in implementation of the schedules.” 
The reports were to be submitted to the Committee in the first 
instance, whereupon they became available to the Director and the 
Administrator. The prescribed forms called for an initial report to 
cover each agreement or arrangement made to take action under a 
schedule, describing, in detail, the action contemplated or consum- 
mated, including the origin, destination, volume and kind of commod- 
ity involved (crude or type of product), the period covered and the 
companies participating in the action. If the action were to continue 
over a period of time, the participants in the plan were also required 
to furnish, periodically, progress reports showing the quantities 
actually shipped pursuant to the arrangement initially reported. 
Kach report identified by number the schedule to which it referred. 
These reports,” in addition to being carefully scrutinized by the 
Director and other representatives of the Administrator primarily 
responsible for the operation of the plan of action, were reviewed by 
the interagency governmental group, knowns as the Plan of Action 


Review Committee, which has been described in a previous section 
of this report. 


Nature of actions in implementation of schedules 


All of the actions undertaken, in implementation of the schedules 
approved and issued by the Administrator, were either exchanges. of 
crude oil or finished products on a barrel for barrel basis or outright 
purchases and sales. Typical examples of these actions are: (1) a 
given quantity of crude oil moving from the Persian Gulf via the cape 
into the Mediterranean area was “exchanged for an equal quantity of 
Persian Gulf crude moving from the eastern Mediterranean terminal 
of the Trans-Arabian pipeline to northern European ports; (2) fuel 
oil moving from Texas to West Africa was exchanged for fuel oil 
"A. copy of the Administrator’s letter, dated February 15, 1957, will be found in appendix K. The reply 


of the Middle East Emergency Committee is attached to the minutes of meeting No. 17 of the Committee 
in appendix B. 


51 A copy of the Director's letter, dated December 28, 1956, together with the reporting forms, will be found 
in appendix K., 

82 Copies of the reports are available at the Office of Oil and Gas, Department of the Interior, to any person 
or agency enlitled to examine them. 
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being shipped from the Netherlands West Indies to ports im Florida; 
and (3) crude oil that had been moving from the Eastern Mediter- 
ranean into Canada was sold to refineries in Europe and the Canadian 
requirements supplied with crude purchased in Venezuela. 

The actions fall into two elassifications with respect to the period 
of time covered. One category was the single or completed trans- 
action which involved the exchange, purchase, or sale of a single 
cargo. The other type was the continuing transaction under which a 
given quantity of petroleum was exchanged, purchased or sold for 
delivery over a fixed period of time. These periods varied from 30 to 
120 days and involved quantities up to 40,000 barrels daily. 


Preparation of information and data during second phase 


In addition to the periodic review by the Supply and Distribution 
Subcommittee and, from time to time, by the Tanker Transportation 
Subcommittee of current data as to international movements ef 
crude and products necessary for the development of schedules, and 
for the review, previously described, of progress in implementation of 
schedules, the Middle East Emergency Committee and its subcom- 
mittees prepared other data necessary for assessing the situation. 

The Statistical Subcommittee, during the second phase of the opera- 
tion, prepared two reports concerning estimated requirements and 
availabilities of petroleum in the Eastern Hemisphere west of Suez 
for the first quarter 1957, and a similar report for the second quarter 
1957. As a part of the first report, which was completed by the 
Statistical Subcommittee on January 24, 1957, after nine daily ses- 
sions, the Statistical Subcommittee ‘estimated normal petroleum re- 
quirements for the west of Suez area and also estimated requirements 
on the basis of rationing restrictions so far then announced by the 
foreign governments in the areas of the Eastern Hemisphere west of 
Suez. The Subcommittee also prepared estimates. of. petreleum 
supplies moving to the west of Suez area from the U.S. 5S. R. and satel- 
lites and calculated the product availabilities from local refining in 
the area by applying an estimated refinery yield pattern to the volumes 
of crude oil estimated to be available in the area during the period. 
The estimated crude availability was based on estimates of crude 
movements prepared by the Supply and Distribution Subcommittee 
with the assistance of the Tanker Transportation Subcommittee and 
estimates of indigenous crude production in the west of Suez area 
prepared by the Production Subcommittee.” On February 6, 1957, 
the Statistical Subcommittee approved a revised report on estimated 
first quarter availabilities and requirements in the west of Suez area. 
For this report, the Statistical Subcommittee estimated normal 
requirements, country by country, for the OEEC countries and for 
the remainder of the Eastern Hemisphere west of Suez, and prepared 
revised estimates of movements from the U.S.5. R. and satellites. The 
availability estimates for the revised report were based on revised 
estimates of first quarter movements prepared by the Supply and 
Distribution Subcommittee with the assistance of the Tanker Trans- 
portation Subcommittee.“ The report on estimated petroleum re- 





3A copy. of this report is attached to the minutes of meeting No. 4 of the Statistical Subcommittee in 
appendix E. 

4 A copy of this report is attached to the minutes of meeting No. 5 of the Statistical Subcommittee in 
appendix E. 
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quirements and availability in the west of Suez area for the secu... 
quarter was completed by the Statistical Subcommittee on April 5, 
1957. As in the case of the two earlier reports, this report involved 
the preparation by the Statistical Subcommittee of requirements 
estimates for the OKEC countries and the other countries in the 
Eastern Hemisphere west of Suez, estimates of movements from the 
U. S. 5S. R. and satellites, and estimates of product availabilities 
resulting from local refining and second quarter product movements 
to the area estimated by the Supply and Distribution Subcommittee. 
The second quarter estimates were prepared on two bases: Case A, as- 
suming both the Suez Canal and IPC pipelines closed throughout the 
second quarter, and case B, assuming the canal closed but the IPC 
pipelines open to partial capacity of 220,000 barrels per day during 
the second quarter.® 

In addition to its work on the various reports that have been 
described previously, the Supply and Distribution Subcommittee also 
initiated preparation of a report, pursuant to the Administrator’s 
request of January 23, 1957, to present an historical record of the 
quantities of petroleum made available to the foreign areas affected 
by the Middle East petroleum transport stoppage from November 1, 
1956, to the end of the crisis.* 

The Tanker Transportation Subcommittee approved, on January 
31, 1957, its report on estimated normal fourth-quarter movements of 
crude and products, which had served in draft form as a basis for 
measuring the extent to which these normal movements had been 
disrupted by the stoppage of movements through the canal and the 
IPC pipelines.” This subcommittee also made the tanker calculations 
necessary in connection with the various reports prepared by the 
other subcommittees, such as the supply/demand surveys for the 
first quarter 1957. The Tank Transportation Subcommittee also 
reviewed, from time to time, available information as to the status of 
the reopening of the Suez Canal from a physical standpoint, the 
situation with regard to requirements and availabilities of United 
States-flag tankers for coastwise movements, and other significant 
transportation aspects of the foreign petroleum supply emergency 
situation, 

The Production Subcommittee prepared estimates of crude oil 
availability in each of the friendly foreign producing areas for the 
first quarter 1957.* 

The Pipeline Transportation Subcommittee, on December 18, 
1956, approved its revisions to the report on foreign pipeline systems 
described above under the first phase of the operations,” and also 
assisted the Production Subcommittee in the preparation of the first 
quarter crude oil availability estimates. 

The Refining Subcommittee approved its report on estimated 
refinery operations in the friendly foreign nations for the fourth quarter 
1956, indicating estimated crude oil throughput, by type of crude, 
and ‘product output, assuming normal operations in the fourth 
quarter.” This report, in draft form, had been used by the other 


55 A = of this report is attached to the minutes of meeting No. 6 of the Statistical Subcommittee in 
appendix E 

8% A copy of the Administrator’s letter of request, dated January 23, 1957, will be found in appendix K. 

57 A copy of this report will be found in appendix J. 

58 A copy of this report is attached to the minutes of meeting No. 4 of the Production Subcommittee in 
appendix F 

58 See p. 26 above. 

® A copy of this report will be found in appendix J. 
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subcommittees and the Government in connection with estimating 
product availability from local refining in the west of Suez area. 

The Information Subcommittee, which was appointed by the 
Administrator in January 1957, held its first meeting on January 28, 
1957, to prepare data requested by the Administrator, in his letter 
dated January 22, 1957. On February 1, 1957, the subcommittee 
completed and approved a background information memorandum 
concerning the Middle East Emergency Committee. This memo- 
randum, which was designed for use by the Government in connec- 
tion with its public release of information concerning the Committee, 
was approved and forwarded to the Administrator by the Middle 
East Em mergency Committee on February 11, 1957, The 
memorandum, with certain revisions, was released by the Admuinis- 
trator in March, and has been reprinted and distributed widely.” 
The Information Subcommittee also made various suggestions to the 
Government in respect of the public release of information concerning 
the activities of the Committee and, particularly, of information as 
to statistical data prepared by the Committee and subcommittees. 


Number of meetings and participation during second phase 


All of the above work during the second phase of the operations 
required 40 meetings, consisting of 54 sessions, of the Middle East 
Emergency Committee and its subcommittees. This was on an 
average, over the entire period, of approximately three meetings a 
week. Some 178 persons, mostly technical experts in the various 
aspects of petroleum operations, served on the committees during 
this period. The same Government attendance was present at these 
meetings as in the first phase. 


Suspension of the schedules by the Administrator 

During the early part of April 1957, statistical data prepared by the 
Middle East Emergency Committee and its subcommittees, indicated 
that the normal petroleum requirements of the areas affected by the 
Middle East petroleum transport stoppage could be met during the 
second quarter without the undertaking by the members of the Com- 
mittee of further actions pursuant to the schedules, whether or not 
there was effective use of the Suez Canal during this period. Infor- 
mation received from OKEC/OPEG indicated that, as a result of the 
effectiveness of the emergency oil supply program, aided by mild 
weather and the rationing restrictions, it Se possible to replace 
the heavy stock withdrawals of petroleum products in the OEEC 
countries required during November and December 1956, so that the 
only petroleum supplies required would be those for meeting second- 
quarter consumption requirements and for normal seasonal stock- 
building The estimates available to the Middle East. Emergency 
Committee indicated that there would be sufficient supplies available 
for this seasonal stockbuilding over and. above the quantities needed 
to meet second-quarter consumption.® Accordingly, on April 12, 
1957, the Middle East Emergency Committee adopted the following 
resolution: 


61 A copy of the Administrator’s letter of request, dated January 22, 1957, will be found in appendix K. 

82 A copy of this background information memorandum is attached to the minutes of meeting No. 2 of the 
Information Subcommittee, appendix 1. 

63 For a discussion of the various estimates referred to, see the minutes of meeting No. 19 of the Middle 
East Emergency Committee in appendix B, and the minutes of meeting No. 17 of the Supply and Dis- 
tribution Subcommittee in appendix C. 
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Resolved, That, in the light of the latest. reports prepared by the Middle Kast 
Emergency.Committee and its subcommittees, as well as data furnished by the 
OEEC Petroleum Emergency Group (OPEG), the petroleum supply position 
for the second quarter 1957 in Western Europe and the other friendly foreign areas 
affected by the substantial Middle East petroleum transport stoppage is so greatly 
improved, as a result of lower seasonal requirements and increased availability, 
that, in the opinion of the Middle East Emergeney Committee, further implemen- 
tation of schedules Nos, 1, 2 and 3 to alleviate petroleum shortages in those areas, 
other than completion of any commitment arising from any action that has been 
undertaken pursuant to such schedules, is not necessary during the second quarter, 
whether or not there is effective use of the Suez Canal during this period, and 

Further resolved, That a copy of this resolution, together with the reports and 
data referred to herein, be forwarded to the Administrator of the Voluntary 
Agreement. 

This situation was reviewed carefully by the Administrator, and, 
on April 18, 1957, the Administrator suspended schedules Nos. 1 and 
2, as amended, and schedule No. 3, until further notice, pending clari- 
fication of the operation and use of the canal and other related prob- 
lems in the Middle East. ‘The Administrator stated that this suspen- 
sion did not affect the completion of transactions already undertaken 
pursuant to any of these schedules. The Administrator also advised 
the Committee that it was understood that the Committee would 
continue to review, until further notice, the availability of supplies 
in the affected areas, and report promptly any substantial change in 
the situation, so that the schedules might be reinstated if such action 
were determined to be necessary.” 

This suspension of the schedules made unnecessary the further 
preparation by the Supply and Distribution Subcommittee of semi- 
monthly reports relating to the impleme ntation of the schedules. In 
accordance with the Administrator’s letter of April 18, 1957, however, 
the subcommittees did continue with the preparation of certain data 
which will be described in the following section of this report. 


THIRD PHASE—APRIL 18, 1957, TO JUNE 30, 1957 


Following the suspension of the schedules on April 18, 1957, the 
activities of the Middle East Emergency Committee and its sub- 
committees were confined to the preparation of data and reports to 
keep the Administrator informed as to the status of the supply posi- 
tions in the areas affected by the Middle East petroleum transport 
stoppage and to complete the historical record of the petroleum move- 
ments to those areas from the time of the stoppage in early November 
through the time that the resulting shortages were substantially 
overcome in the second quarter 1957. 

The preparation of this data involved work only by the Supply and 
Distribution Subcommittee and the Middle East Emergency Commit- 
tee. On May 21, 1957, the Supply and Distribution “Subcommittee 
reviewed final estimates as to April crude and product movements, 
and initial estimates as to May crude and product movements to the 
Eastern Hemisphere west of Suez. Also, at this meeting, the sub- 
committee approved a report indicating, by source, total petroleum 
supplies made available to the Eastern Hemisphere west of Suez in 
average barrels per day for the months of November, December, 
January, February, and March.® On June 11, 1957, the Supply and 


* A copy of the Administrator’s letter dated April 18, 1957, will be found in appendix K. 
6 A copy of this report will be found in appendix J. 
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Distribution Subcommittee completed final estimates of May move- 
ments and initial estimates of June movements, and approved a supple- 
mental report indicating supplies made available to the Eastern 
Hemisphere west of Suez in April, May, and June.® 

In the light of the continuing satisfactory supply position, the Ad- 
ministrator, on May 23, 1957, notified the Middle East Emergency 
Committee that schedules Nos. 1 and 2, as amended, and schedule 3, 
would be allowed to expire on May 31, 1957." 


Termination of activities 


The estimates for April, May, and June 1957, confirmed the indi- 
cation in the earlier estimates that there would be adequate supplies 
available to the Eastern Hemisphere west of Suez, for the second 
quarter, to meet current consumption and also to permit normal 
seasonal stockbuilding, even without any substantial utilization of 
the Suez Canal for petroleum movements, _ In view of this satisfactory 
petroleum supply posiiior, and in view of the reopening of the Suez 
Canal to tanker movements, the Administrator determined, on June 
29, 1957, that the activities of the Middle East Emergency Committee 
should be suspended, and that in the absence of any material change 
in the situation, the plan of action should be terminated as of July 31, 
1957, and the Committee disbanded.® 


COOPERATION AND CoorDINATION WitH Foreign AGENCIES AND 
COMMITTEES 


From the time of the promulgation of the plan of action in August 
1956, it was recognized by the Government that, in the event of a 
stoppage of petroleum movements through the Suez Canal or any of the 
Middle East pipelines, it would be essential that there be cooperation 
and coordination between the Middle East Emergency Committee, 
its subcommittees and participants in the plan of action, and foreign 
industry committees, and possibly foreign governmental agencies, 
particularly in Europe. Such cooperation ‘and coordination had 
proved very effective during the Iranian crisis in 1951 and 1952, and 
provision for such coordination was specifically included in section 4 
of the plan of action. In accordance with this provision, the Ad- 
ministrator, on August 23, 1956, and the Director on September 17, 
1956, designated the British Oil Supply Advisory Committee (OSAC), 
which was an industry committee composed of representatives of the 
principal British petroleum companies.” This was the same industry 
committee that had been established by the British Government 
prior to the Iranian crisis in the spring of 1951, and with which the 
Foreign Petroleum Supply Committee had been coordinating its 
activities from July 1951 to March 1956. The Administrator also 
designated the Western Hemisphere representatives of OSAC to 
attend all meetings of the Middle East Emergency Committee and 
its subcommittees. Subsequently, to take the place of OSAC, the 
British, French, and Dutch Governments established another industry 
committee known as the Oil Emergency London Advisory Committee 
(OELAC), composed of representatives of British Petroleum Com- 

6 A copy of this report will be found in appendix J. 
67 A copy of the Administrator’s letter of May 23, 1957, will be found in appendix K. 


68 A copy of the Administrator’s letter, dated June 29, 1957, will be found in appendix K 


69 Copies of the Administrator’s letter, dated August 23, 1956, and the Director’s letters, dated September 
17, 1956, will be found in appendix K. 
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pany, Ltd., Shell Petroleum Co., Ltd., and Compagnie Francaise des 
Petroles, to deal with any supply shortages that might result from an 
interruption of petroleum movements from the Middle East. On 
September 21, 1956, the Director designated this Committee as a 
group with which the Middle East Emergency Committee, its sub- 
committees, and participants in the plan of action should coordinate 
their activities, and should cooperate pursuant to section 4 of the 
plan of action.” 

Throughout the first phase of the Committee’s operations, the 
representatives, first of OSAC and later of OELAC, attended all 
meetings of the Middle East Emergency Committee and its subcom- 
mittees, and furnished the same kinds of data and estimates in eee 
of the foreign operations of the members of OSAC and OELAC : 
were supplied by the members of the Middle East Emergency Com- 
mittee. Copies of all reports prepared by the Middle East Emergency 
Committee and its subcommittees were supplied to OSAC and sub- 
sequently, to OELAC, through the Western Hemisphere representa- 
tives of those committees. In ad dition, the European representatives 
of member companies of the Middle East Emergency Committee 
cooperated with OELAC by attending meetings of that organization 
and furnishing such statistical data as were requested by it in pre- 
paring its own information and reports. 

When the Suez Canal was closed and the flow of oil through the 
IPC pipelines was disrupted in early November 1956, the govern- 
ments of the European countries, which were the ones most directly 
affected by these events from a petroleum supply standpoint, reviewed 
the situation and determined that, in order to make possible the 
most equitable distribution of available petroleum supplies among 
the various European countries, it was essential that some mee -hanism 
be established to provide the necessary intergovernmental cooperation. 
The European countries concluded that this type of cooperation could 
best be handled through the existing mechanism of the Organization 
for European Economic Cooperation (OEEC), and partic cularly its 
Oil Committee, on which each of the 17 member governments of the 
OEEC were represented.” It was also determined that, in order to 
carry out its duties, the Oil Committee of the OEEC would require 
the services of an industry advisory committee, composed of the 
European oil companies that were supplying oil to Europe, which 
would be answerable to the Oil Committee, rather than only to the 
governments of the United Kingdom, France, and the Netherlands, 
as was the case with OELAC. Accordingly, the OEEC established 
an industry committee known as the OEEC Petroleum Emergency 
Group (OPEG), composed of the representatives of the same com- 
panies that had previously been represented on OELAC, to take the 
place of OELAC in dealing with the Middle East petroleum crisis so 
far as Europe was concerned. The OEEC emphasized that the effec- 
tive operations of the OEEC and OPEG would require the assistance 
of American petroleum companies which had European operations. 

The United States Department of State, which was represented by 
its own observers at all meetings of the OEEC and its Oil Committee, 

70 A copy of the Director’s letter, dated September 21, 1956, will be found in appendix K. 
71 The membership of OEEC consists of the following countries: Austria, Belgium, Denmark, France, 


West Germany, Greece, Iceland, Ireland, Italy, Luxembourg, Netherlands, Norway, Portugal, Sweden, 
Switzerland, Turkey, and United Kingdom, 
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concurred in the OEEC program, including the participation in 
OPEG by representatives of American companies. The State De- 
partment also approved the decision of the Oil Committee that any 
allocations of petroleum supplies among the various European 
countries, which were members of the OEEC, should be handled at 
a governmental level by the OEEC Oil Committee, and that OPEG 
would have no responsbility for determining allocation policy. OPEG 
was charged only with the development of data necessary for the 
OEEC to determine its allocations, and with the undertaking of 
actions to carry out the OKEC allocation system when it was deter- 
mined. These organizational brrangements, and the division of 
functions between the OEEC and OPEG, were described by Mr. E. G. 
Moline of the State Department at a meeting of the Middle East 
Emergency Committee on December 3, 1956, as follows: 

Mr. Moline stated thai last August it had been considered by the State Depart- 
ment that it would be advisable to enlist the support of the OEEC in this operation 
in order that the questions of allocating supplies or shortages among the European 
countries could be done on a governmental level rather than by the individual 
companies or by the United States Government. He stated that the organiza- 
tional setup that had been visualized at that time consisted of the utilization of 
(1) the Oil Committee of OKEC as a means for working out equitable distribution 
of supplies among the European countries and also for determining the advisa- 
bility of any deviations from whatever equitable distribution was developed; (2) 
industry advisory committees within each of the member countries of OKEC; and 
(3) the Oil Emergeney London Advisory Committee to prepare the detailed infor- 
mation and do the same kind of work that would be done on this side by the 
Miidle East Emergency Committee. He stated that after the Middle East 
Emergeney Committee became inactive, the European couniries had considered 
various possibilities of revising their organizational arrangements and had now 
decided to abandon the original idea of OELAC but to establish as an adjunct of 
the Oil Committee of OEEC an organization to be known as the OEEC Petroleum 
Advisory Group (OPEG). He stated that the members of this new group would 
be the same as those of OELAC, that is, British Petroleum, Shell and CFP. He 
also stated that OEREC was anxious that American companies participate in this 
organization and it had been for that reason that the State Department was 
anxious to have the new language in section 4 of the plan of action to make it clear 


that the participants could cooperate with this group as well as with the industry 
committees of the various OOKC member countries.” 


In accordance with these arrangements, the Director, on December 
5, 1956, under the authority of section 4 of the plan of action, as 
amended, designated the ‘OEEC, its Oil Committee, and OPEG as 
agencies, committees, and persons with whom the Middle East Emer- 
gency Committee, its subcommittees, and participants in the plan of 
action should coordinate their activities and should cooperate.” It 
will be recalled that the amendments to the plan of action included 
specific provision for the participation by participants in the plan 
of action in programs or actions requested by agencies of foreign 
governments, including the OEEC, whether or not such programs 
or actions were covered by schedules of the Middle East Emergency 
Committee. This was felt to be necessary in order to provide suffi- 
cient authorization to the American companies and their representa- 
tives to take actions in furtherance of allocation systems developed 
by the OEEC. In accordance with the Director’s designation, seven 
members of the Middle East Emergency Committee participated in 


72 See pp. 10-11 of the minutes of meeting No. 7 of the Middle East Emergency Committee, December 3, 
1956, in appendix B. 


7% A copy of the Director's letter, dated December 5, 1956, will be found in appendix K, 
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the activities of OPEG." This participation consisted of attendance 
at meetings of OPEG and its subcommittees, as well as joint OKEC/ 
OPEG meetings, the furnishing of pertinent data requested by OPEG, 
and the undertaking of actions, from time to time, at the request of 
the OEEC, through its Oil Committee, in carrying out the allocation 
system developed by that governmental agency. Aside from an in- 
terim request from the OEEC Oil Committee to OPEG in December to 
assist in meeting hardship situations in a few countries, the first, and 
the principal, request made by the OEEC Oil Committee was con- 
tained in a letter from the Chairman of that Committee to the Chair- 
man of OPEG on January 7, 1957 This letter, with its attached 
copy of the memorandum of understanding agreed by the member 
governments of the OEEC Oil Committee (plus Spain, which was 
cooperating with the Oil Committee in this emergency), set forth the 
principles of equalization and method of allocation which had been 
determined by the Oil Committee, and requested the companies 
participating in OPEG to undertake to conform to this allocation 
system in the distribution of supplies among the member countries 
of the OEEC.” 

This system of allocation, as it was carried on throughout the second 
phase of the emergency, was as follows: 

The member countries of the OKEC and Spain submitted estimates 
of their requirements for a forward period, and these estimates were 
furnished to OPEG. The participating companies in OPEG sub- 
mitted estimates of the supplies that each company expected to have 
available for OEEC countries for the same forward period. Originally, 
the period used in these forward estimates was 40 days, broken down 
into 10-day intervals. Subsequently, the estimates were for a period 
of 60 days, broken down into 30-day periods. From the estimated 
supplies, there was deducted a quantity that was to be specifically 
allocated by the OEEC Oil Committee among the various member 
countries on the basis of their peculiar requirements. Originally, the 
amount of this reserve pool was 200,000 tons (approximately 1,500,000 
barrels) for each 10-day period. Later, the quantity deducted was 
600,000 tons (approximately 4,500,000 barrels) for each 30-day period. 
After deducting the quantities for this reserve pool, OPEG then 
advised the OEEC Oil Committee as to the percentage of requirements 
for each country that could be met during the forward period, assuming 
that these supplies were distributed in equal proportions on the basis 
of requirements. The OEKEC Oil Committee would then request the 
participating companies in OPEG to distribute the supplies in equal 
proportion to each of the 17 member countries and Spain. The 
OEEC Oil Committee would next consider particular situations in 
various countries and inform OPEG as to the distribution, by quan- 
tities and products, of the reserve pool. For example, if OPEG’s 
estimates of supply indicated that, after deducting the quantities for 
the reserve pool, only 75 percent of requirements in the entire Western 
European area could be met during a particular period, the OEEC 
Oil Committee would request the supplying companies to distribute 

™ The seven companies were: Caltex Oil Products Co., Gulf Oil Corp., Soeony Mobil Oil Co., Inc., 


Standard Oil Company of California, Standard Oil Co. (New Jersey), Standard-Vacuum Oil Co., and 
the Texas Co. 


73 A copy of the letter, dated January 7, 1957, from the Chairman of the OEEC Oi] Committee, together 


with the memorandum ‘of eames is attached to the minutes of meeting No. 11 of the Middle E rast 
Emergency Committee in appendix B 
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those supplies in such a way as to provide each country with 75 
percent of its requirements. The OEEC Oil Committee would then 
request that supplemental quantities out of the reserve pool be made 
available to take care of hardship cases in particular countries, and 
the various supplying companies would review their individual supply 
programs to work out measures on a voluntary basis to accord wit 
the OEKEC program. Generally, the action on the part of the supply- 
ing companies consisted of adjusting their individual supply programs 
to previde an additional cargo to a country that was indicated to be 
receiving less than its proportionate share of available supplies, plus 
any supplemental allocation made by the OEEC. 

On February 18, 1957, the Director requested the American com- 
panies participating in the programs of the OEEC to submit full 
accounts of their participation, including copies of requests received 
from the OEEC and description of the programs, and also required 
that the companies maintain complete records of their participation 
and make these available to the Director or the Administrator upon 
request. On March 4, 1957, the Director requested the companies to 
submit, periodically, a full account of their participation in the 
activities of OPEG, and also required that they maintain records 
showing the nature and extent of such participation.” Pursuant to 
these directives, the member companies of the Middle East Emergeney 
Committee which were participating in OEEC/OPEG activities have 
furnished periodic reports describing those activities and attaching 
copies of the various requests received from the OEEC Oil Committee, 
copies of requests from OPEG for statistical data, minutes, and other 
relevant papers. Copies of these reports have been furnished by the 
Administrator to the Attorney General in accordance with section 4 
of the plan of action. 

In early May, after reviewing OPEG’s estimates of the supply 
situation through the end of the second quarter, which indicated 
that there would be adequate supplies, the OEEC determined that it 
would no longer be necessary to carry on any allocation program and 
that, consequently, it would not be necessary for OPEG to continue 
its day-to-day operations in pursuance of such program. However, 
the OEEC Oil Committee requested the OPEG statistical unit to 
continue to compile supply and requirements data through June 30. 
It was also decided that OPEG should be kept on a standby basis for 
a further period, perhaps through the end of July, in order to be 
available in the event of a deterioration in the supply position, or any 
adverse development in the Middle East situation. 

On several occasions the OEEC Oil Committee complimented the 
Middle East Emergency Committee on the effectiveness of the meas- 
ures developed to meet the emergency and expressed its appreciation 
for the cooperation received in averting a serious crisis in Western 
Kurope. 

RESULTS AND ACCOMPLISHMENTS 


The results and accomplishments of the emergency oil program, 
popularly known as the oil lift to Europe, are graphically depicted in 
the following factual statistics: 

Prior to the closure of the Suez Canal and the disruption of the IPC 
pipelines in the fall of 1956, the normal movement of petroleum sup- 


76 Copies of the Director’s letters of February 18 and March 4, 1957, will be found in appendix K. 
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plies to satisfy the requirements of the foreign areas most seriously 
affected; namely, the Eastern Hemispnere west of Suez (exclusive of 
Egypt, Syria, Jordan, Lebanon, and Israel), amounted to approxi- 
mately 3,250,000 barrels per day. 

The closing of the canal, on October 31, 1956, stopped the normal 
movement of approximately 1,478,000 barrels per day; and the dis- 
ruption of the IPC pipelines, on November 3, 1956, cut off the move- 
ment of some 544,000 barrels per day. Thus, the Middle East pe- 
troleum transport stoppage affected the movement of over 2 million 
barrels per day. 

During the period of the actual emergency, generally from Novem- 
ber 1, 1956, through March 31, 1957, an average of 3,007,000 barrels 
per day, or 90 percent of the normally required supplies of 3,250,000 
barrels per day (which covered not only daily consumption demand 
but normal seasonal inventory buildup), were made available to the 
affected areas.” 

This rate of supply continued throughout April and May 1957, and 
in June 1957, the total supplies to the affected areas, as well as move- 
ments to those areas through the Suez Canal, returned, for all prac- 
tical purposes, to normal proportions.” 

As a result, there was no disruption, at any time, in the economic 
life of any of the affected areas because of a lack of petroleum sup- 
plies. Thus, the sole objective of the program, which was to prevent 
a substantial foreign petroleum supply shortage, was attained. 

This outstanding accomplishment was made despite two serious 
handicaps: (1) Except for approximately 339,000 barrels per day 
available from the eastern Mediterranean terminal of the Trans 
Arabian pipeline and approximately 350,000 barrels per day of indig- 
enous production and imports from Iron Curtain countries, the bulk 
of the supplies had to be transported on the long voyages from the 
Persian Gulf around the Cape of Good Hope and from the Western 
Hemisphere, and (2) as of November 1, 1956, the world tanker fleet 
was so completely utilized that there was no excess tanker tonnage 
available to compensate for the added burden of the long hauls. 

Two factors of major importance contributed to the success of the 
program: 

One was the very substantial increase in petroleum supplies made 
available from the Western Hemisphere for shipment to the affected 
areas. Normally, supplies from the Caribbean and the United States 
to the west of Suez area amounted to about 728,000 barrels per day, 
or roughly 22 percent of the total supplies in the area. For the 
period November 1, 1956, through March 31, 1957, the Western 
Hemisphere supplies moving to Europe and the other affected areas 
were almost doubled, averaging 1,380,000 barrels per day, and ac- 
counted for approximately 46 percent of the total supplies in the area. 
In addition to this increase of 652,000 barrels per day shipped from 
the Western Hemisphere to the affected areas during the period, 
there were made available from Western Hemisphere sources approx- 
imately 317,000 barrels per day of crude oil on the cast and west 
coasts of North America to replace Middle East oil diverted to Europe. 
"37 See report of Middle East Emergency Committee covering period from November 1, 1956, through 
March 31, 1957, and indicating, by source, petroleum supplies made available. This report will be found in 


appendix J. i 
78 See report of Supply and Distribution Subcommittee, dated June 11, 1957, in appendix J. 
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Thus, the total increase in supplies made available from the Westera 
Hemisphere amounted to approximately 969,000 barrels per day dur- 
ing the 5-month emergency period. 

The other major factor was the increase in the effective carrying 
capacity of the existing tanker fleet made possible by radical redeploy- 
ments of tanker movements designed to eliminate crosshauls and 
unusually long hauls. The effectiveness of: the redeployments: is 
demonstrated by the quantities of petroleum supplies that it was 
possible to move from the Persian Gulf on the long haul to Europe 
around the Cape of Good Hope. Prior to the Middle East petroleum 
transport stoppage, approximately 1,428,000 barrels per day moved 
from the Middle East to the Eastern Hemisphere west of Suez throu 
the Suez Canal. An additional 544,000 barrels per day moved to 
west of Suez area from the IPC pipelines. It was calculated that, 
because of the greater distances involved, the same number of tankers 
moving around the Cape - Good Hope could haul only about one-half 
as much oil as they pre cen transported through the Suez 
Canal from the Persian "Gulf and only about one-fourth to one-third 
as much oil as they had previously hauled from thee astern Mediter- 
ranean terminals of the IPC pipelines. Accordingly, if the only steps 
taken were to reroute the tankers around the Cape of Good Hope to 
Europe, they could have supplied Europe with only about 850,000 
barr Hp daily. The statistics show that, during the period from No- 
vember 1, 1956, through March 31, 1957, largely as a result of the 
tanker redeployments and other measures for i increasing tanker carry- 
ing capacity, the supplying companies succeeded in moving an average 
of 936,000 barrels per day around the cape, while at the same time, 
moving an additional 652,000 barrels per day of emergency sup lies 
from the Western Hemisphere to Europe, for a total of.1,588,000. 
rels perday. All this was accom lished w without causing any reduction 
or shortage of supplies in the Western Hemisphere or in the Eastern 
Hemisphere east of Suez. 

Vit al as these two major factors were, they alone would not have 
solved the problem. There had to be, and there were, other contrib- 
uting factors without which the program would not have been a 
success. 

One of these contributing factors was the well-coordinated effort, 
involving the companies and governmental agencies concerned, "lee 
quired to effect the essential increase of Western Hemisphere - 
for the affected areas. This essential inerease was made possible a 
by increased production in the Caribbean area and in the United 
States, this latter necessitating extraordinary action on the part of 
State regulatory bodies, including, principally, those of Texas and 
Louisiana, but also the regulatory agencies of Oklahoma, Arkansas, 
Kansas, New Mexico, and North Dakota; (2) by heavy stock with- 
drawals, both in the ee States and the Caribbean area, mostly 
during November and ea December; and (3) by numerous un- 
usual operations, ee aleale within the United States, by the mem- 


bers of the Middle East Emergency Committee and other American 
oil companies, such as the reactivation of nonoperating pipelines, the 
7* These withdrawals depleted available excess inventories at about the time the first of the schedules 


became effective. There was no opportunity to rebuild these inventories during the remainder of the 
emergency. 
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reversal of pipeline flows, the reactivation of unused terminals and 
the utilization of unusual barge and tank-car movements.” 

Another factor of essential importance concerned the activities 
abroad of the Organization for European Economic Cooperation and 
its industry advisory committee, the OEEC petroleum emergency 
group, which not only contributed to making supplies available to 
Europe but also bore the sole responsibility for the distribution of 
supplies among the various countries within the European area. | If 
there had not been the fullest cooperation and coordination between 
the United States Government and the Middle East Emergency Com- 
mittee, on the one hand, and these European agencies, on the other, 
the program would not have been a success. 

There were other miscellaneous factors of varying importance, the 
most effective of which were the waiving, by the United States Coast 
Guard, of the load limitations on American-flag tankers engaged in 
coastwise trade, and the reactivation, by the Military Sea Transport 
Service, of tankers in the reserve or mothball fleet. 

In the successful achievement of the program’s goal, the Middle 
East Kmergency Committee, aided immeasurably by the representa- 
tives of the OEEC petroleum emergency group, played the major role. 

In the first place, it assembled and prepared the necessary informa- 
tion and data without which there could have been no intelligent, 
effective planning or action. In the opinion of your Director, this vital 
task could not have been performed by any body or group other than 
one made up of petroleum companies whose operations extend 
throughout the entire free world. It is also his opinion that, because 
of mternational and legal aspects involved, it could have been done 
in no other way than that permitted by the plan of action. 

In addition, the Middle East Emergency Committee made an out- 
standing contribution to the success of the program insofar as supply 
movements to the affected areas are concerned. The reports of actions 
under schedules show that, for the period from December 7; 1956, 
throughApril 30, 1957, the movement of more than 52 million barrels 
was made pursuant to schedules. Of this volume, almost 29 million 
barrels, or over 200,000 barrels per day, represented direct shipments 
to the affected areas. The transportation rearrangements effected 
resulted in a transportation saving of some 8,100 T-2 tanker days. 
Applied against the margmal movements from the Persian Gulf to 
Europe by the long haul around Africa, these T-2 days saved repre- 
sented approximately 13,700,000 barrels, or better than 95,000 
barrels per day, over the period of the schedules. Thus, oil move- 
ments to Europe attributable to the schedules amounted to approx- 
imately 42,700,000 barrels, or nearly 300,000 barrels per day. 

In this connection, it should be emphasized that the primary. pur- 
pose of the Middle East Emergency Committee was not to increase 
shipments from the Western Hemisphere to Europe, important as 
such shipments were. It was, rather, to rearrange worldwide petro- 
leum movements so as to maximize, to the greatest extent possible, 
shipments of oil to the affected areas and, at the same time, continue 
to meet the requirements of the rest of the free world, including: the 
United States. This it did. 

8 For examples of these unusual operations, see table E of the report, dated May 21, 1957, of the Supply 


and Distribution Subcommittee concerning petroleum supplies made available in the Eastern Hemisphere 
west of Suez. This report will be found in appendix J. 
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What would have happened had there been no plan of action, and 
consequently, no Middle East Emergency Committee, is idle specula- 
tion. Those familiar with petroleum operations are convinced that 
there would have been a serious petroleum deficiency abroad without 
this mechanism. The record shows there was none with it. It is 
submitted that to have used an unproven method would have been 
to gamble with the economic stability of the free world, particularly 
that of the European nations in the NATO alliance. 

In the opinion of your Director and his associates who have been in 
daily contact with the Middle East emergency program from its 
inception, the members of the Middle East Emergency Committee, 
the trained personnel who represented them on the Committee and the 
subcommittees, and the members of the staff, are deserving of the 
highest commendation and gratitude of the Government for their 
outstanding services. 


OUTLOOK FOR THE FUTURE 


In the opinion of your Director and his associates experienced in 
petroleum, there is only one way to offset or soften the disastrous 
impact on allied or friendly foreign nations of a petroleum crisis such 
as the Middle East crisis or the Iranian crisis which arose upon the 
shutdown of the Abadan refinery in June 1951. That way is to 
utilize the same tools which have been used so successfully in the past 
in the Middle East crisis of 1956-57, in the Iranian crisis of 1951-52 
and in World War Il. These tools comprise the American companies 
engaged in foreign petroleum operations, including their crude oil 
production, their transportation, refining, terminaling and other 
facilities and, most importantly, their technically skilled and trained 
manpower actually in day-to-day contact with the operations re- 
quired to neutralize the crisis. Under existing law, these necessary 
facilities, techniques and personnel cannot be effectively mobilized in 
the interests of the Nation except within the framework of such a 
mechanism as the plan of action authorized by the voluntary agree- 
ment. Your Director believes there is no substitute. 

It is understood that with the termination of the plan of action and 
consequent disbanding of the Middle East Emergency Committee 
and its subcommittees, the voluntary agreement, as amended May 8 
1956, will remain in effect. While it is in effect, the Government can 
call upon its Foreign Petroleum Supply Committee to prepare and 
recommend a plan of action to meet any future petroleum emergency 
abroad. This is a device of incalculable value and should be preserved. 
To a more limited extent, the Government can also call upon the 
Foregin Petroleum Supply Committee under the voluntary agreement 
to aid it in assembling information on foreign petroleum operations. 
As to this latter function, it is the opinion of your Director, as it was 
the opinion of his predecessor, that the Foreign Petroleum Supply 
Committee will be able to operate with only very limited effectiveness 
because of the restrictions imposed by the voluntary agreement on the 
gathering, evaluation and exchange of information and estimates by 
and among the members. 

Respectfully submitted, 
R. S. Fow ter, 
Director of the Voluntary Agreement. 
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